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The President

EXECUTIVE ORDER 9393

POSSESSION AND OPERATION OF COAL MINES

WHEREAS widespread stoppages have
occurred in the coal Industry and strikes
are threatened which wilt obstruct the
effective prosecution of the war by cur-
tailing vitally needed production in the
coal mines directly affecting the count-
less war industries and transportation
systems dependent upon such mines; and

-. WHEREAS it hasbicome necessary for
the effective prosecution of the war that
the coal mines in which stoppages or
strikes have occurred, or are threatened,
be takef over by the Government of the
Vnited States in order to protect the in-
terests of the nation at war and the
rights of workers to continue at work:

NOW, TBEREFORE, by virtue of the
authority vested-in me by the Constitu-
tion and laws of the United States par-
ticularly the War Labor Disputes Act,
(Public Law 89, 78th Congress), as Presi-
dent of the United States and Com-
mander-in-Chief of the Army and Navy,
It is hereby ordered as follows:

The Secretary Qf the Interior is au-
thorized and directed to take immediate
possession, so far as may be necessary or
desirable, of any and all mines produc-
ing coal in which a strike or stoppage
has occurred or is threatened, together
with any and all real and personal prop-
erty, franchises, rights, facilities, funds,
and other assets used in connection with
the operation of such mines, and to oper-
ate or arrange for the operation of such
mines in such manner as he deems neces-
sary for the successful prosecution of
the war, and to do all things necessary
for or incidental to the production, sale
and aistribution of coal.

In carrying out this order, the Secre-
tary of the Interior shall act through or
with the aid of such public or private
instrumentalities or persons as he may
designate. He shall permit the man-
agement to continue its managerial
functions to the maximum degree pos-
sible consistent with the aims of this
order.

The Secretary of the Interior shall
make employment available and provide
protection to all employees resuming
work at such mines and to all persons
seeking employment so far as they may
be needed; and upon the request of the
Secretary of the Interior, the Secretary
of War shall take such action, if any,
as he may deem necessary or desirable
to provide protection to all such persons
and.mines.

The Secretary of the Interior is au-
thorized and directed to maintain cus-
tomary working conditions In thb mines
and customary procedure for the ad-
Justment of workers' grievances. He
shall recognize the right of the workers
to continue their membership In any
labor organization, to bargain collectively
through representatives of their own
choosing, and to engage in concerted
activities for the purpose of collective
bargaining or other mutual aid or pro-
tection, provided that such concerted
.Activities do not interfere with the op-
erations of the mines.

The Secret&ry of the Interior s further
authorized and directed to offer to the
duly constituted representatives of the
workers' own choosing a contract or con-
tracts governing the terms and condi-
tions of employment for the period of
the operation of the mines by the Gov-
ernment, in accordance with the opinion
of the National War Labor Board In the
matter of Illinois Coal Operators Amo-
clation and United Mine Workers of
-America of October 26, 1943, and with
such further directives as may be given
by the War Labor Board. When any
such contract has been agreed upon, the
Secretary of the Interior shall apply un-
der section 5 of the War Tabor Disputes
Act to the National War Labor Board for
the approval of such contract and such
changes in the terms and conditions of
employment as may be authorized
therein.

Possession and operation of any mine
or mines hereunder shall be terminated
by the Secretary of the Interior as coon
as he determines that possession and'
operation hereunder are no longer re-
quired for the furtherance of the war
program, but in no event more than sixty
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days after the restoration of the pro-
ductive efficiency thereof prevailing
prior to the taking possession thereof.

Nothing in this order shall be con-
strued to repeal or amend Executive
Order'No. 9370 dated August 16, 1943,1
authorizing the Economic Stabilization
Director to take certain action in con-
nection with the enforcement of direc-
tives of the National War Labor Board.

FRANKLI D ROOSEVELT

T WHITE HOUSE,
November 1, 1943.

IF. n. Doe. 43-17719; Filed, November 2, 1943;
11:51 a. m.]

Regulations

TITLE 6-AGRICULTURAL CREDIT
Chapter II-War Food Administration

(Commodity Credit)

[Apple Program, Form 1]

PART 242-APPLE FREIGHT EQUALIZATION
PROGRAM

CERTAIN SHIPMENTS OF APPLES FROM WASH-
3 INGTON, OREGON, AND WESTERN IDAHO

In order to encourage and maintain
equitable distribution of apples to all con-
suming areas and to return to the grow-
ers in Washington, Oregon and-Western
Idaho, a price equivalent to that ob-
tained by producers of apples in other
producing districts on a basis consistent
with the maintenance of price ceilings
with respect to such apples, Commodity
Credit Corporation (herein called "Com-
inodity"), a corporate agency of the War
Food Administration of the United
States, pursuant to announcement here-
tofore made, hereby offers to make
freight equalization payments to eligible
shippers of eligible apples shipped from
Washington, Oregon, and Western Idaho
(Zone VI as defined herein), for the
benefit of whosoever shall pay the trans-
portation charges thereon, in the man-
ner and subject to the terms and condi-
tions specified in this offer.
Sec.
242.1 Eligible shippers.
242.2 Eligible apples.
242. Rates of payment.
242.4 Prerequisites to payment.

18 FP.. 11463.

14878

Sec.
242.5 Payment.
242.6 Books and records.
242.7 Term of offer.
242.8 Termination.'
242.9 Right to declare applications for pay-

ment invalid.
242.10 Instructions and Interpretations.
242.11 Definitions.
242.12 Delegation.
242.13 Correspondence.

AuTmoRrr: t§ 242.1 to 242.13, inclusive, Is-
sued under sec. 7, 49 Stat. 4, as amended by
50 Stat. 5, 53 Stat. 510, 55.Stat. 498, and Pub.
Law 151, 78th Cong.

§ 242.1 Eligible shippers. Payments
under this offer shall be available, upon
compliance with the terms and condi-
tions specified herein, to shippers of eli-
gible apples (such shippers being herein
called "eligible shippers").

§ 242.2 Eligible apples. The term
"eligible apples", as used herein means
and Includes all apples grown In Zone
VI and shipped, during the term of this
offer, from a point or points in Zone VI
to a point br points In Zone I or Zone IX
(each such shipment of eligible apples
being herein called an "eligible ship-
ment"), except: (1) Lady apples and all
varieties of crab apples; (2) apples here-
tofore or hereafter released pursuant to
Food Distribution Order No. 69 (8 F.R.
10477); and (3) apples restricted from
shipment under Food Distribution Order
No. 83 (8 F.R. 13379).

§ 242.3' Rates of payment. The rate
of the payment hereunder per wrapped
.box, or peT hundredwelht of Julk, or
loosepacked or non-standard wrapped
boxed apples, as the case may be, in-
6luded In any Eligible Shipment shall be
determined in accordance with the fol-
lowing schedule upon the basis of the
lowest applicable freight rate per hun-
dredweight from the point of shipment
in Zone VI to such point or points of des-
tination In Zone I or Zone II as d6flned
herein, respectively:

To ZoNz I

Lowest applfcablo freight
rato perwt ------------ $105 $1.15 $1.20 $1.25

Equalization payment per
standard wrapped box- 0 .44 A05 .40

Equalization payment per
cwt ........................ .8 8 03 .03

To ZoxE II

Lowest applicable
freight rate per ewt. $1.00 $1.05 $1.15 $1.20 $1.26 $1. 3

Equalization pay[
ment per standard
wrappedbor-- .195 .22 .27 .295 .32 .87

Equalization pay-
mentper cwt - .39 .44 .54 . 0 .01 .74

§ 242.4 Prerequisites to p a V m c n t.
Payments hereunder shall be made only
to eligible shippers who (a) file appli-
cations for payment, in such form as may
be prescribed by Commodity, with Com-
modity prior to September 30, 1944, and
Xb) supply, with and in respect of each
such application for payment, the origi-
nals or properly certified copies of each
of the following substantiating docu-
ments, in form and substance satisfac-
tory to Commodity: (1) bill of lading;
(2) shipping invoice; (3) standard con-
firmation of sale; (4) purchaser's cer-
tificate; (5) inspection certificate, Inso-
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far as required under Food Distribution
Order No. 83; and (6) paid freight bill
(except to the extent that the submis-
sion of any of such documents shall be
waived by Commodity).

§ 242.5 Payment. Commodity shall,
a§ soon as practicable after receipt of
each such application for payment, make
payment thereon (if found to be in con-
formity with this offer) to the appropri-
ate eligible shipper, in trust, for pay-
ment over immediately to whosoever
shall have paid the shipping charges, on
the eligible shipment or eligible ship-
ments covered by such application for
payment. The making of any such pay-
ment shall not constitute final accept-
ance of the validity or amount of the
claim represented by the application for
payment.

In the event of a subsequent finding
that any such claim is invalid, defective
or incorrectly computed or, if the eli-
gible shipper does not comply with the
terms of this offer in respect of paying
such prodeeds over to whosoever shall
have paid the transportation charges on
any eligible shipment involved, Commod-
ity shall hav~the right to require resti-
tution of any such payment or any part
thereof, such right being in addition to
any and all other rights of Commodity in
the premises. In the event an Eligible
Shipper shall, in Tespect of any ship-
ment upon which application for pay-
ment is filed hereunder,' violate any of
the terms and .conditions of this offer,
such eligible shipper may, at the election
of Commodity, be barred from making
any application for payment hereunder
in respect of any shipment made subse-
quent to the giving of notice by Com-
modity of such election by Commodity.
Payment will be made to the person
shown in the corresponding application
for payment to be the eligible shipper.
Payments due or tr become due lhere-:
under shall not be assignable without
the written approval of Commodity.

§ 242.6 Books and records. 'All ell-
gible shippers shall maintain complete
and accurate books, records, and ac-
counts with respect to all eligible ship-
ments made by them and of the disposi-
tion of the proceeds of payment received
by them from Commodity hereunder.
All such books, records, and accounts
shall be carefully preserved for a period
of not less than two (2) years and shall
be availablefor inspection by Commodity
or its designated agents or representa-
tives at any reasonable time.

§ 242.7 Term of offer. This offer
shall apply to all eligible shipments by
eligible shippers arriving at destination
in Zone I and Zone II on or after Oc-
tober 17, 1943, and up to and incliuding
July 31, 1944 (unless this offer is termi-
nated earlier pursuant to § 242.8 hereof).

§ 242.8 Terminution. Commodityxe-
serves the right to modify or terminate
this offer at any time upon three (3)
days' public notice. The issuance by
Commodity of a press release shall con-
stitute sufficient public notice for this
purpose. Such modification or termi-
nation pursuant to this section shall not
affect Commodity's obligations hereun-
der with respect to eligible shipments by

eligible shippers made prior to the effec-
tive date of such modification or termi.'
nation. This offer shall, at the election
of Commodity, terminate Immediately in
the event of and upon the effective date
of the termination or any modification of
Maximum Price Regulation No. 426,
-Amendment 9.

§ 242.9 Right to declare applications
for payment'invalid. Commodity shall
have the right to declare invalid, in
whole or in part, any application for
payment hereunder in the event such ap-
plication for payment is not in conform-
ity with this offer.

- § 242.10 Instructions and interpreta-
ions. Commodity shall have the right

to supplement or clarify any provision
or provisions of this offer or alter any
procedure prescribed herein at any time
by the issuance of instructions or inter-
pretations in connection therewith.

§ 242.11 Definitions. For the pur-
pose of this offer:

(a) The term "Westem Idaho" means
the Counties of Valley, Boise, Elmore,
Idaho and Owyhee, in the State of Idaho,
and all counties lying to the West and
North thereof in said State;

(b) The term "Zone VI" means and in-
eludes Western Idaho and the States of
Washington and Oregon;

(c) The term "shipper" means any
person who ships apples, except as a
carrier of apples owned by other persons;

(d) .The term "box" means: (1) a
standard western box of the following
dimensions (inside measurements):
10,2'1 x 11Y1 x 18"; or (2) a container
of equivalent content; or (3) two stand-
ard western half boxes of the following
dimensions (inside measurements) each:
6Y4" x 11Y" x 18";

(e) The term "Zone I" means and in-
eludes Maine, New Hanpshire, Vermont,
Massachusetts, Rhode Island, Connecti-
cut, New York, New Jersey, Pennsylvania,
Ohio, Indiana, Illinois, District of Colum-
bia, Delaware, Maryland, Virginia, West
Virginia, North Carolina, South Caro-
lina, Kentucky, all counties in Michigan'
east of Lake Michigan, the following
counties in Wisconsin: Washington, Co-
lumbia, Vernon, Sauk, Dodge, and
Ozaukes and all counties in Wisconsin
south of said counties, the following
counties in Missouri: Clark, Lewis and
Marion. the following counties in Geor-
glaf Effingham and Chatham, and the
following counties in Tennessee: Scott,
Morgan, Roane, Loudon, and Monroe and
all counties in Tennessee east of said
counties;

(f) The term "Zone If," means and in-
cludes Minnesota, Iowa, Florida, Ala-
bama, Mississippi, Arkansas, those
counties in Michigan, Wisconsin, Mis-
souri, Georgia and Tennessee not in-
eluded in Zone I, the following counties
in Nebraska: Dakota, Thurston, Burt,
Washington, Sarpy, and Douglas, the
county of Wayandotte in Kansas, and
the- following parishes in Louisiana:
Pointe Coupee, St. Martin, and Iberia
and all parishes in Louisiana east of said
parishes;

(g) The term 'aximum Price Regu-
lation No. 426, Amendment 9", means
Maximum Price Regulation No. 426,

Amendment 9, in the form Issued by the
Office of Price Administration on Oc-
tober 5, 1943.

§ 242.12 Delegation. Any act, ap-
proval, direction or determination pro-
vided in the Offer to be made by Com-
modity may be delegated by Commodity
to any agent, representative, or agency
to act in its place and stead or for its
account.

§ 242.13 Correspondence. All corres-
pondence, applications for payment,
substantiating documents, and notices
required or permitted to be sent or made
to or filed with Commodity pursuant to
this Offer shall, unless and until Com-
modity shall otherwise prescnbe, be sent
or made to or filed with Fruit and Vege-
table Branch, Food Distribution Ad-
ministration, 210 Mayer Building, Port-
land, Oregon.

CO=, oD=r CREDIT
CoonATzT,

rsEC By J0. B. Hux iOn President.
Attest:

NonMn J. FAUB.E,
Assistant Secretary.

Ocroara 22, 1943.

IF. R. DIc. 43-17702; Filed. November 1, 19431
5:27 p. m.l

[Apple Program, Form 1, Int. 11
PAnx 242-APLE F=Gzaur EQuAmio..-ro

==XR=72021O OF 7=t=DI"LGIBE APPLES'
In response to inquiries received by

Commodity Credit Corporation (herein
called "Commodity"), and to render ex-
plicit that which was implicit in the
offer of Commodity Credit Corporation
to- make freight equalization payments
in respect of certairshipments of apples
from Washington, Oregon, and Western
Idaho (herein called the "offer"), Issued
October 22, 1943, Commodity hereby is-
sues the following Interpretation with
respect to such offer:

The term "eligible apple" as used 11 the
offer abal mean and Include only those
applcs as defined In 1 242.2 of the 'offer,
which are rhipped for domestic civili can-
Smnptlon other than for conversion Into
an alcoholic product for sale, and shall not
Include: (1) apples owned by, or shipped
to or for utilization by, the United States
Government or any department, agency, cor-
paration, or bureau thereof; or (2) any other
apple3 except as Indicated above.

Persons acting in reliance upon the
offer shall do so in accordance with and
subject to this interpretation.
(Sec. 7,49 Stat. 4, as amended by 50 Stat.
5, 53 Stat. 510,55 Stat. 498, andPub. Law
151, 78th Cong.)

Issued November 1, 1943.
CozUnoDr=y CREDITCORPORATION,

[srmL] By J. B. Hurson, President.
Attest:

ZzrMu& DAVIS.
Assistant Seeretaryj.

[P. I. Dc. 43-17705; Piled, November 1 1943;
5:27 p. m.]

14879
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TITLE 7-AGRICULTURE
Chapter XI-War Food Administration

(Distribution Orders)
[FDO 45, Amdt. 21

PART 1491-BEsxs
RESTRICTIONS ON DELIVERIES OF BEANS

Food Distribution Order 45, as
amended (8 F.R. 9106), issued by the
Acting War Food Administrator on the
first day of July 1943, is amended to
read, as follows:

§ 1491.1 Beans required to be set
aside-(a) Definitions. (1) "Beans"
means dry threshed beans of the follow-
ing classes, as defined in the United
States Standards for Beans, as revised,
effective September 1, 1941: Pea beans;
Great Northern beans; Small White
beans; Flat Small White beans; Light
Red Kidney beans; Dark Red Kidney
beans; Pink beans; Western Red Kidney
beans; Cranberry beans; Small Red
beans;' Pinto, beans; and Baby Lima
beans.

(2) "Authorized purchaser" means
any person who holds an existing con.
tract to sell or deliver to a governmental,
agency products prepared, in whole or
In part, from beans.

(3) "Country shipper" means any per-
son whose total- deliveries of beans, ex,
elusive of his deliveries thereof to another
country shipper, during any month of the
calendar year 1943, has exceeded or ex.
ceeds 20,000 pounds, and who (I) owns
beans, in whole or in part, which he has
caused to be screened, sorted, hand-
'picked, polished, or otherwise cleaned for
delivery in the dry, uncooked state,
whether for his own account or the Joint
account of himself and another; or (it)
purchases for his own account or the
joint account of himself and another,
beans, from a grower who caused such
beans to be screened,. sorted, hand-
picked, polished, or otherwise cleaned for
delivery in the dry, uncooked state.. Any
person who once qualifies as a country
shipper within this definition shall there-
after be deemed to be a country shipper
and subject to the terms and conditions
of this order, regardless of the volume
of his. deliveries in succeeding months.

(4) "Delivery" means the physical
transfer of beans from a country shipv
per to a buyer. The transfer of beans by
a country shipper to a carrier, truck, rail
road car, or other vehicle for transpor-
tation to the buyer,' regardless of the
ownership or control of the carrier or
vehicle being used for such transporta-
tion, shall constitute a delivery.

(5) "Person" means any individual,
partnership, association, business trust,

, corporation, oz any organized group of
persons, whether incorporated or not.

(6) "Director" means the Director of
Food Distribution, War Food Adminis-
tration.

(7) "Governmental agency" means (I)
the Armed Services of the United States
(however, for the purposes of this order
United States Army post exchanges
United States Navy ships' service depart-
ments, United States Marine Corps post
exchanges, and similar organizations
shall not be deemed a part of the Armed.
Services of the United States); (ii) the
Food Distribution Administration, War
Food Administration (including, but not

restricted to, the Federal Surplus Com-
modities Corporation); (ill) any person
who, pursuant to a Food Distribution
Regulation, is entitled to purchase food
subject to this order; and (v) any other
instrumentality or agency designated by
the War Food Administration.

(8) "Armed Services of the United
States" means the Army, Navy, Marine
Corps, and Coast Guard 'of the United
States.

(b) Restrictions on country shippers.
(1) Each country shipper shall, during
each calendar month, set aside and
thereafter hold for delivery to govern-
mental agencies or authorized purchas-
brs a quantity of beans equal to at least-
100% of his total deliveries thereof "dur-
ing such calendar month, exclusive of
deliveries to governmental agencies, au-
thorized purchasers In accordance with
the provisions 'of this order, and other
country shippers, of all beans of the
classes listed in paragraph (a) (1) hereof..

(2) The beans set aside pursuant to
the provisions hereof shall be of U. S.
No. 2 grade or better, as specified In the
United States Standards for Beans.

(3) The beans set aside pursuant to
the provisions hereof may be offered for
sale by country shippers at no more than
the maximum prices established by the
Office of Price-Administration to govern-
mental agencies, in. response to an-
nouncements or notices issued" by such
agencies to the effect that offers for beans
will be received on specified dates, or to
authorized purchasers.

(4) The beans set aside pursuant to
the provisions hereof may be sold to any
governmental agency or authorized pur-
chaser: Provided, however, That no
beans set aside pursuant to this order
shall be sold to any authorized purchaser
unless such purchaser shall furnish a
certificate in conformity with the pro-
visions of paragraph (b) (5) hereof.

(5) Each authorized purchaser who
purchases beans. which have been set
aside pursuant to the provisions of this
order for use in the fulfillment of an

.existing contract with a governmental
agency shall furnish to the country
shipper from whom he buys such beans a
certificate, signed by an authorized
official, in substantially the form at-

- tached hereto as Exhibit A, which shall
constitute a certification to the War Food
Administrator that such authorized pur-
chaser is familiar with the terms of. this
order (as originally issued or subse-
quently amended), and that the pur-
chase of beans which have been set aside
under this order has been authorized by
this order, as amended, and that he will
use the beans purchased in the fulfill-
ment of existing contracts with govern-
mental agencies. No country shipper
shall, however, be entitled to rely on any
such certificate if he knows or has
reasonable cause to believe it to be false.

(6) The restrictions hereof shall be
observed without regard to the rights
of creditors, prior contracts, existing con-
tracts, payments made, or deliveries of
beans made prior to the effective date
'hereof. This order shall not, however,
be construed as reducing the amount of
beans which any person is required-to
set aside or deliver or to have set aside
and held for delivery to governmental

agencies under the provisions of this or-
der prior to the effective date of this
amendment or any existing contract
made with a governmental agency, but
any quantity of beans delivered after
the effective date of this order to any
governmental agency or authorized pur-
chaser, except beans required to be set
aside pursuant to the provisions of this
order prior to the effective date of this
amendment for delivery to governmental
"agencies, shall be allowed as a credit to
such person in determining the quantity
pf beans required to be set aside and
held for delivery to governmental agen-
cies pursuant to the provisions hereof.

(7) Nothing herein shall be construed
as applying to beans sold and delivered
exclusively for seed purposes In compli-
ance with State and Federal seed laws,

(c) Prior restrictions modified. Beans
in quantities less than a carlot (80,000
pounds) required to be set aside plr-
suant to the provisions -of this order
prior to July 1, 1943, may be sold and
delivered to a country shipper if such
country shipper certifies to the seller
(and such certification shall be deemed
to be a representation to an agency of
the United States) that he will set aside
and hold such beans, or a quantity of
beans equivalent thereto, for delivery to
a governmental agency In addition to the
quantity of beans he is otherwise re-
quired to set aside under this order, as
amended. Beans set aside prior to July
1, 1943, in quantities in excess of a car-
lot (80,000-pounds) may be sold and de-
livered in accordance with the provisions
of paragraphs (b) (3), (4), and (5) of
this order, as amended.

(d) Records and reports. (1) Every
country shipper shall keep all certifi-
cates furnished under paragraph (b) (5)
of this order, and shall maintain such
records for at least two years (or for
such other periods of time as the Director
may designate), and shall execute and
file such reports upon such forms and
submit §uch information as the Dlrectbr
may from time to time request or direct,
and within such times as he may pre-
scribe.

(2) The Director shall be entitled to
obtain such information from, and re-
quire such reports and the keeping of
such records by, any person, as may be
necessary or appropriate, in his discre-
tion, to the enforcement or administra-
tion of the provision of this order.

(3) The record-keeping requirements
of this order have been approved by the
Bureau of the Budget in accordance with
the Federal Reports Act of 1942. Subse-
quent record-keeping or reporting re-
quirements will be subject to the approval
of the Bureau of the Budget pursuant
to the Federal Reports Act of 1942.

(e) Audits and inspections. The Di-
rector shall be entitled to make such
audit or inspection of the books, records,
and other writings, premises, or stocks
of beans of any person, and to make such
investigations as may be necessary or
appropriate, In his discretion, to the en-
forcement or administration of the pro-
visions of this order.

(f) Petition for relief from hardship.
Any person affected by this order who
considers that compliance herewith
would work an exceptional and unrea-
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sonable hardship on him, may file a peti-
tion for relief In writing with the Di-
rector, addressed as follows: Director of
Food Distribution, War Food Adminis-
tration, Washington 25, D. C., Ref. FDO
45. Such petition shall set forth all per-
tinent facts and the nature of the relief
sought. The Order Administrator of this
order shall then act upon the petition.
In the event that the petitioner is dis-
satisfied with the action taken by the
Order Administratbr, he may request a
reviev' of such action by the Director
whose decision with respect to the relief
sought shall be final.

(g) Violations. The War Food Ad-
ministrator may, by suspension- order,
prohibit any person who violates any pro-
vision of this order from receiving, mak-
ing any deliveries of, or using beans, or
any other material subject to priority
or allocation control by the War Food
Administrator, and may recommend that
any such person be prohibited from re-
ceiving, making any deliveries of, or us-
ing materials subject to the priority or
allocation control of other governmental
agencies. In addition, any person who
wilfully violates any- provision of this
order is guilty of a crime and may be
prosecuted under any and all applicable
laws. Further, civil action may be insti-
tuted to enforce any liability or duty
created by, or to enjoin any violation of,
any provision of this order.

(h) Authority to release beans. The
Director is hereby authorized, notwith-
standing any of the provisions hereof, to
release by general order or b' written"
notices, any or all of the beans set aside
by any country shipper pursuant to the
provisions of this order.

(i) Communications. All reports re-
quired to be filed hereunder and all
communications concerning this order
shall, unless instructions to the contrary
are issued by the Director, or otherwise
provided herein; be addressed to the Di-
rector of Food Distribution, War Food
Administration, Washington 25; D. C.,
Ref. FDO 45.

(j) Delegation of authority. The ad-
ministration of this order and the pow-
ers vested in the War Food Administra-
tor, insofar as such powers relate to the
administration of this order, are hereby
delegated to the Director, and may be re-
delegated by him to any employee of the
United States Department of Agriculture.

(k) Release of set aside peas and split-
peas. Peas and split-peas, set aside pur-
suant to the provisions of Food Distri-
bution Order 45, as amended, are hereby
released and may be disposed" of with-
out regard to the restrictions of this order
in effect prior to the-effective date of this
amendment.

(1) Territorial extent. This order
shall apply only to operations conducted
within any of the forty-eight States of
the United States or.the District of Co-
lumbia.

(m) Effectiv'e date. This amendment
shall bec6me effective on the 1st day of
November 1943, at 12:01 a. i., e. w. t.
However, with respect to violations of
Food Distribution Order 45, as amended,
or rights accrued or liabilities incurred
thereunder, prior to said date said Food
Distribution Order 45, qs amended, shall
be deemed in full'force and effect for the
purpose of sustaining any proper suit, ac-

tion, or other proceeding with respect to
any such violation, right, or liability.
(E.O. 9280, 7 P.R. 10179; E.O. 9322, 8 P.R.
3807; E.O. 9334, 8 P.R. 5423)

Issued this 1st day of November 1943.
AsHLLY SELL,s

Assistant War Food Administrator.
Eznmrr A-AurHomm PurcuAsn's-

Certificate required by paragraph (b) (7)
of Food Dlstrlbution Order No. 45, as
amended. One copy or this certificate Is to
be delivered to each country shipper from
whom the authorized purchaser acquires ret
aside beans and one copy is to be retained by
the authorized purchaser. A certificate shall
be given for each specific purchase of set
aside beans.

Commodity and clam Date

Grade Purchaser's name

Quantity Purchaser's address

Name of Government
agency and contract
number

In accordance with paragraph (b) (5) of
Food Distribution Order No. 45 to arrure an
adequate supply and eficient distribution of
beans to meet war and esential civilian
needs, the undersigned hereby certlfl3, and
this shall constitute a certification to the
War Food Administrator, that the under-
signed purchaser is famlliar with the terms
of Food Distributlon Order No. 45 (as origi-
nally issued or subsequently amended) and
that the purchase of beans de=ribed above
from

Name of EelleT Addrem of rceller
is authorized under the terms and provisions
of Food Distribution Order No. 45. and that
the purchaser will "um the beans purchased
In fulfillment of the contracts with the gov-
ernmental agency specified herein.

Legal name of authorized purchaserBy-
Title of person executing certificate

Section 35a of the United States Criminal
Code (18 U. S. C. AD) makes it a criminal of-
fense to nake a falre statement or represen-
tation to any Department or agency of tho
United States as to any matter within Its
jurisdiction.

[F. n. Doe. 43-17685; Flied, November 1, 1943;
4:53 p. m.]

[FDO 7-1, Amdt. 21

PART 1430-SuAR

RAW SUGAR ALLOTIiTS

Pursuant to the authority vested In
me by Food Distribution Order 7, as
amended (8 P.R. 10605), Issued by the
War Food Administrator on July 28,
1943, Director Food Distribution Order
7-1, as amended (8 P.R. 106O6), is hereby
amended to read as follows:

§ 1430.6. Allotments of raw sugar.
(a) No refiner or his agent shall pur-
chase, import, or accept delivery of raw
sugar in excess of the allotment hereby
established for th period from Jan-
uary 1, 1942, to September 30, 1944, for
him in the amount set forth below oppo-
site his name. All such raw sugar which
a regner has purchased, imported, or
accepted delivery of, between January 1,
1942, and the effective date of this order
shall be charged against such allotment.

Mtorn iozs
(raw value)

American Sugar Refining Co.... 2, 25,935J. Aron & Co .... . 136,112
California & Hawaiian Sugar Re-

fining Corp _ _ __ 1,54A,172
Charms Company. ...... 29
Chase Candy Company------ 6,767
Colonial Sugars Company-.... C-375,697
Godchaux Sugars, Inc-. ..... 597,292
Henderson Sugar Reflnery.... 227,532
Imperial Sugar Company_~.. 407,175
Inland Sugar Campany-.... 17,82
Liquid Sugars, Inc-...... 34,717
W. J. ?icCahan Sugar Refining

and M67o1 -es Company- -. 486,771
National Sugar Refining Co--- 2,333,31
Pepsi-Cola Company- .... 62,629
Realty Operator, Inc6..... 3 .970
Refined Syrups & Sugars, Inc-._ 337,934
Revere Sugar Refinery. 433,837
Savannah Sugar Refining Carp-. 513, 181
South Coast Corporation---... 162,23-
Sterling Sugars, Inc-- -__ 92. 570
Sucrest Corp. and Afliates.. _ . 2, G22
South Coast Corporation- ..... 162,204
Tea Garden Products Company-. 2,201
Western Sugar Refinery ..... 484,831

(b) This amendment shall become
effective on November 4, 1943, at 12:01
a. m., e. w. t. However, with respect to
violations of Director Food Distribution
Order 7-1, as amended, or rights accrued
or liabilities Incurred thereunder, prior
to said date, said Director Food Dis-
tribution Order 7-1, as amended, shall
be deemed in full force and effect for the
purpose of sustaining any proper suit,
action, or other proceeding with respect
to any such violation, right, or liability.
(P1O 7, as amended, 8 F.R. 10605; E.O.
9280, 7 F.R. 10179; E.O. 9322, 8 F.R. 3807;
E.O. 9334, 8 F.R. 5423)

Issued-this 2d day of November 1943.
C. W. KrrcHmr,

Acting Director of Food Distribution.
IF. R. Dc. 43-17718; Filed, November 2,1943;

11:20 a. m.]

TITLE 9--ANIMAL AND ANIMAL
- PRODUCTS

Chapter 1-War Food Administration
(Paclers and Stockyards)

PART 204--Possum STocrsysns mm Lim
POULTRY MARKES

P1TE L= STOCKYARDS, ARK.

It has been ascertained that the Pine
Bluff Stockyads, Pine Bluff, Arkansas,
posted on July 15,1936, as coming within
the Jurisdiction of the Packers and Stock-
yards Act, 1921, as amended, no longer
comes within the definition of a stock-
yard under the Act. Therefore, notice of
such fact is given to the owner of such
stockyard and to the public, and the
name of the stockyard is deleted from
the list of posted stockyards in the Code
of Federal Regulations, Title 9, § 204.1
(7 U.S.C. 1940 ed. 181 et seq.; E.O. 9280,
7 P.R. 10179, E.O. 9322, 8 F.R. 3807; MO.
9334, 8 P.R. 5423)
Done at Washington, D. C., this 1st

day of November 1943.
TH(OaAS J. FLAV'n,

Assistant to the
War Food Administrator.

1P. n. Do. 43-17632; Filed, November 1, I94I
4:12 p. m.]
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TITLE 26-INTERNAL REVENUE

Chapter I-Bureau of Internal Revenue
Subehapter A-Income and Excess-Profits Taxes

[Regulations 1111

PART 29-INcoME TAX; TAXABLE YEARS
'BEGINNING AFTER DECEMBER 31, 1941

Explanation of Regulations--Scope.
The main body of these regulations deals
with the income taxes imposed by chap-
ter 1 (sections 1 to 476, inclusive) and
subchapter A of chapter 2 (sections 500
to 511, inclusive) of the Internal Reve-
nue Code, and with sections 3797 (defi-
nitions) and 3801 (mitigation of effect
of limitation and other provisions)
thereof. The regulations are applicable
only with respect to taxable years be-
ginning after December 31, 1941.

Arrangement and numbering.- Each
section, subsection, or paragraph of the
Internal Revenue Code set forth in the
regulations is followed by the section or
sections (if any) of the regulations in-
terpreting it. Sections of the Code may
readily be distinguished from sections of
the regulations, since each of the latter
appears in largei type and bears a num-
ber commencing with 29 and a decimal
point.

Each section of the regulations hag
been given a key number corresponding
to the number of the section, subsection,
or paragraph of the Internal Revenue
COde which the regulations section in-
terprets. Inasmuch as the regulations
constitute Part 29 of Title 26 of the
Code of Federal Regulations, each key
number Is preceded by the number 29
and a decimal point. The key num-
ber is followed by a dash (-) and the
identifying number of the regulations
section. By use of these key num-
bers one can readily ascertain how a
given section, subsection, or paragraph
of the Internal Revenue Code hds been
Interpreted by the Bureau. Thus, one
desiring to learn what interpretation
has been placed on section 23 (d) of the
Code should turn to § 29.23 (d)-1 of the
regulations. In some cases several reg-
ulations sections are necessary in the
interpretation of different phases of one

section, subsection, or paragraph of the
Code. For example, section 23 (m) of
the Code, dealing with "Depletion," re-
quires many regulations sections. Each
of them, however, is designated by the
key § 29.23 (m), for example, § 29.23
(m)-1, § 29.23 (m)-2, etc.

SUBPART A-INTRODUC'ORY PROVISIONS

Sec.
29.1-1 Scope and applicability of

regulations.
29.3-1 D]Ivision of regulations.
29.4-1 Application of regulations

to special classes of tax-
payers.

SUBPART B-GENERAL PROVISIONS

RATES OF TAX

29.11-1 Income tax on individuals.
29.11-2 Citizens or residents of the

United States liable to
tax.

29.11-3 Who Is a citizen.

See.
29.12-1 Surtax.
29.12-2 Computation of surtax.
29.13-1 Tax on corporations in

general.
29.14-1 Tax on special. corpora-

tions.
29.15-1 Surtax on corporations.

COMPUTATION OF NET INCOME

29.21-1 Meaning of net income.
29.22(a)-i What included In gross in-

come.
29.22(a)-2 Compensation for personal

services.
29.22(a)-3 Compensation paid other

than in cash.
29.22(a)-4 Compensation paid in

notes.
29.22(a)-5 Gross income from busi-

ness.
29.22(a)-6 State contracts.
29.22(a)-7 Gross income of,farmers.
29.22(a)-8 Sale of stock and rights.
2Q.22(a)-9 Sale of patents and copy-

rights.
29.22(a)-10 Sale of good will.
29.22(a)-l Sale of real property in lots.

29.22 (a) -12 Annuities and insurance
policies.

29.22(a)-13 Cancellation of ndebted-
ness.

29.22(a)-14 Creation of sinking fund by
corporation.

29.22(a)-15 Acquisition or disposition
by a corporation of its
own capital stock.

29.22(a)-16 Contributions to corpora-
tion by shareholders.

29.22(a)-17 Sale and purchase by cor-
poration of its bonds.

29.22(a)-18 Sale of capital- assets by
corporation.

29,22(a)-19 Income to lessor corpora-
tion from leased prop-
erty.

29.22(a)-20 Gross income of corpora-
tion in liquidation.

29.22(b)-i Exemptions; exclusions
from gross income.

29.22(b) (1)-1 Life insurance; amounts
paid by reason of the
death of the insured.

29.22(b) (2)-i L I f e insurance-Endow-
ment contracts-
Amounts paid other than
by reason of the death
of the insured.

29.22(b) (2)-2 Annuities.
29.22(b) (2)-3 Transfers of life insurance,

endowment, or annuity
contracts,

29.22(b) (2)-4 Annuity, etc., payments in
discharge of alimony ob-
ligations.

29.22(b) (2)-5 Employees' annuities.
29.22(b) (3)-1 Gifts and bequests.
29.22(b) (4)-i Interest updon State obliga-

tions.
29.22(b) (4)-2 Dividends from shares and

stock of Federal agencies
or instrumentalities.

29.22(b) (4)-3 Interest upon notes se-
cured by mortgages exe-
cuted to Federal agencies
or instrumentalities.

29.22(b) (4)-4 Interest upon United
States obligations.

29.22(b) (4)-5 Treasury bond exemption
In the case of trusts or
partnerships.

29.22(b) (4)-6 Interest upon United
States obligations In the
case of -nonresident
aliens and foreign corpo-
rations, not engaged in
business in the United
States.

29

29

29.

99.2

29

29

a

Sec.
.22(b) (9)-I Income from discharge of

indebtedness.
.22(b) (9)-2 Making and filing of con-

sent.
22(b) (10)-i Income from discharge of

indebtedness of railroad
corpotations.

22(b)(11)-i Exclusion from gross in-
come of lessor of real
property of value of Im-
provements erected by
lessee.

22(b)(12)-i Recovery of bad, debts,
prior taxes, and delin-
quency amounts.

22(b) (13)-i Compensation of military
and naval forces.

29.22(c)-1 Need of inventories.
29.22(c)-2 Valuation of Inventories.
29.22(c)-3 Inventories at cost.
29.22(c) -4 Inventories at cost or mar-

ket, whichever is lower.
29.22(c)-5 Inventories by dealers in

securities.
29.22(c)-6 Inventories of livestock

raisers and other farm-
era.

29.22(c)-7 Inventories of miners and
manufacturers.

29.22(c)-8 Inventories of retail mer-
chants,

29.22(d)-1 InVentories under elective
method.

29.22(d)-2 Requirements Incident to
adoption and use of
elective method.

29.22(d)-3 Time and manner of mak-
ing election,

29.22(d)-4 Adjustments to be made
by taxpayer.

29.22(d)-5 Revocation of election.
29.22(d)-6 Change from elective In-

ventory method.
29.22(d)-7 Involuntary liquidation

and replacement.
29.22(k)-i Alinony and separate

maintenance pay-
ments; income to former
wife.

29.23(a)-1 Business expenses.
29.23(a)-2 Traveling expenses.
29.23(a)-3 Cost of materials.
29.23(a)-4 Repairs.
29.23(a)-5 Professional expenses.
29.23(a)-6 Compensation for personal

services.
29.23 (a)-7 Treatment of excessive

compensation.
29.23(a)-8 Bonuses to employees.
29.23(a)-9 Pensions; compensation for

injuries.
29.23 (a)-10 Rentals.
29.23(a)-1l Expenses of farmers.
29.23(a)-12 Depositors guaranty fund.
29.23(a)-13 Corporate contributions.
29.23(a)-14 Expenditures for advortis.

Ing or promotion of good
will.

29.23(a)-15 Nontrade or nonbusiness
expenses.

29.23(a)-16 Wage and salary payments
in contravention of wags
and salary limitations
not deductible.

29.23 (b)-i Interest.
29.23 (c)-i Taxes.
29.23(c)-2 Federal duties and excise

taxes.
29.23(c)-3 Taxes for local benefits.
29.23(d)-i Tax on bank or other stock.
29.23(e)-i Losses by individuals.
29.23(e)-2 Voluntary removal of build-

ings.
29.23(e)-3 Loss of useful value.
29.23(e)-4 Shrinkage in value of

stocks.
29.23(e)-5 Losses of farmers.

29.23(f)-i Losses by corporations.
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Sec.
29.23(g)-1 Capital losses.
29.23(g)-2 Loss on stock of affiliate.
2923(h)-i Wagering losses.
29.23(i)-i Basis for determining loss.

29.23(k)-41 Bad debts.
29.23(k)-2 Examples of bad debts.
2923(k)-3 Uncollectible deficiency up-

on sale of mortgaged or
pledged property.

29.23 (k)-4 Wortbless bonds and simi-
lar obligations.

2,.9M(k)-5 Reserve for bad debts.
29.3(k)-6 Non-business bad debts.
2923(l)-i Depreciation.
2923(1)-2 Depreciable property.
2923(1)-3 Depreciation of Intangible

property.
29.23(1)-4 Capital sum recoverable

through depreciation al-
lowances.

29.23(l)-5 iethod of computing de-
preciation. allowance.

293(l)-6 Obsolescence.
A.23(i)-7 Depreciation of patent or

copyright.
2-9.23(1)-B Depreciation of drawings

and models.
29.3(l)-9 Records of depreciable

property.
923(1)-10 Depreciation n case of

farmers.
29.23(m)-I Depletion of mines, oil and

gas wells, other natural
deposits, and timber; de-
preciation of improve-
ments.

29.23(m)-2 Computation of depletion
of mines, oil and gas
wells, and other natural
deposits without refer-
ence to, discovery value
or percentage depletion.

9.23(m)-S Computation of depletion
of mines (other than
metal, coal, fluorspar,
ball and sagger clay,
rock asphalt, or sulphur
mines) on )3asis of dis-
covery value.

2923 (m)-4 Computation of depletion
based on a percentage of
income In case of oil and
gas wells.

39M3 (m)-5 Computation of depletion
based on percentage of
income in case of coal
mines, metal mines,
fluorspar mines, ball and
sagger clay mines, rock
asphalt mines, and sul-
_phur mines or deposits.

29. (m)-6 Determination of cost of
deposits.

2923 (m)-7 Determination of fair mar-
ket value of mineral
properties, including oil
and gas properties.

29.23 (m)-8 Revaluation of mineral de-
posits not allowed.

2923 (m)-9 Determination of mineral
contents of mines and of
oil or gas wells

2923 (m)-10 Depletion; adjustments of
accounts based on bonus
or advanced royalty.

1923 (m)-l1 Depletion and depreciation
accounts on books.

29.3 (m)-12 Statement to be attached to
return when valuation,
depletion, or deprecia-
tion of mineral property
is claimed.

29.23 (m)-13 Statement to be attached to
return when depletloii is
claimed on percentage
basis.

Sec.
29.23 (m)-14 Discovery Of minCS othEr

than coal, metal. fluor-
spar, bail and cagger clay,
rock asphat, or sulphur
minea.

29.23 (m)-15 Allowable capital additions
in case of mines.

29.2 (m)-16 Charges to capital and to
expenze in case of oil and
gas wells.

29.23 (m)-17 Depreclation in cace of
mines.

29.23 (m)-18 DprecLation of Improve-
ments In cace of oil end
gas wells.

29.23 (m)-19 Depletion end depreilation
of oil and gas wvells In
years before 1916.

29.23 (m)-2D Capital recoverable through
depletion allowance In
case of tmber.

29.23 (m)-21 Computation of allowance
for depletion of timber
for given year.

29.23 (m)-22 Revaluation of timber not
allowed.

29m.3 (m)-23 Depreciation of Improve-
ments In case of timber.

29.3 (m)-24 Information to be furnished
by taxpayer claiming de-
pletion of timber.

29.23 (m)-25 Determination of fair mar-
ket value of timber.

2923 (m)-26 Determination of quantity
of timber.

29.23 (m)-27 Aggregating timber and
land for purpozes of val-
uatlon and accounting.

29.23 (m)-28 Timber depletion and de-
preclation accounts on
bools.

29.23 (o)-i Contributions or gits by
Individuals.

29.23(p)-I Contributions of an em-
ployer to an employee,
trust or annuity plan
and compensation under
a deferred payment plan;
in general.

29M23(p)-2 informatIon to be furnlhed
by employer claiming de-
ductions.

2923(p)-3 Amounts deductible under -
a plan In effect on or be-
fore September 1. 1942.
for a taxable year begin-
ning In 1942.

29.3(p)-4 Contributions of an em-
ployer to an employees'

- pension trust, in gen-
eral (cection 23 (p) (1)
(A)).

29.23(p)-5 Contributions of an em-
ployer to an employees'
pensIon trust; amounts
-deductible under section
23 (p) (1) (A) (I).

2923(p)-- Contributions of en em-
ployer to an employees'
pension trust; amounts
deductible under rectlon
23(p) (1) (A) (1i).

29.23(p)-7 Contributions of an em-
ployer to an employees'
peslion trust; amounts
deductible under rection
23(p) (1) (A) (1l1).

29.3(p)-8 Contributions of an em-
ployer to an employees!
pension trust; deduction*
of exce:sive amounts
paid In a taxable year
(rection 23 (p) (1) (A)
(Iv)).

Sec.
23.3(p)-9 Contributions of'an em-

ployer toward the pus-
chaca of retirement an-
nuitls (scection 23 (p)
(1) (B)).

29.23(p)-l0 Contributions of an era-
ployer to a stock bonus
or profit-sharing trust
(section 23(p) (1) (C)).

29.23(p)-li Contributions of an em-
ployer under a plan tbt
docs not meet the re-
quirements o secton
165(a) (section 23(p) (1)
(D)).2 9 23(p)-12 Contributions of an em-
ployer to two or more
erployee trusts or an-
nuity plans (section 23
(p) (1) M )).

293(q)-i Contributions or gift by
corporations.

29.3(u)-i Periodic alimony payments.
29.23()-i Meadical, dental, etc.; ex-

panses.
29-23(z)-i Amounts representing

taxes and Interest paid
to cooperative apartment
corporation.

2924-1 Personal and family ex-
penzes.

292.4-2 Capital expenditures.
29.-2-3 Premiums on business In-

surance.
29-24-4 Amounts allocable to ex-

erupt income, other than
interest.

2324-5 Taxes and carrying charges
chargeable to capital ac-
count and treated as
capital items.

29-24-6 Iosses from sales or ex-
changes tefteen certain
misses of parsons.

29 4-7 Disallowance of deductions
for unpaid expenses and
Interest.

29.24-8 Life or terminable in-
terests.

2924-9 Single premium, life in-
- surance or endowment

contracts.
29.25-1 Credits of individual

against net income.
2925-2 Earned income credit.
2925-3 Amount of personal ex-

emptlon allowable.
2925-4 Personal exemption of head

f famnly.
2925-5 Personal exemption of

married person.
292--6 Credit for dependents.
292 -7 Personal exemption and

credit for dependents
where status changes.

1926-i Credit of corporation for
Interest on obligations of
the United States and its
Instrumentalities.

2926-2 Credit of corporation for
net operating loss of pre-
ceding year.

299-6-3 Bank afliates.
29.2- Credit for income subject;

to excess profits tax.
29.26-5 Credit for dividends paid

on preferred stock of
public utilities.

29.2(a)-i Dividends paid credit.
29.27(a)-2 Deflcit credit.
29.27(a)-3 Amounts used or irrevz-

cably set aside to pay or
to retire ndebtcdne-e.

2927(b)-i Basie surtax credit.
29.27(b)-2 Dividends paid.
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Sec.
29.27(c)-1 Dividend carry-over.
29.27(d)-i Dividends in kind.
29.27(e)-1 Dividends in obligations of

the corporation .
29.27(f)-i Taxable stock dividends.
29.27(g)-i Dividends paid credit for

distributions in liquida-
tion.

29.27(h)-1 Preferential distributions.
29.27()-i Nontaxable distributions.

29.28(a) (1)-1 Consent stock. .
29.28(a) (2)-i Preferred dividends.
29.28(a) (3)-i Consent dividends day.
29.28(a) (4)-1 Consent distribution.
29.28(a) (5)-i Partial distribution.
29.28(a) (6)-i Preferential distributions.

29.28(b)-i Payment of preferred divi-
dends.

29.28(b)-2 Liquidation of consent
stock.

29.28(c)-1 Amount of consent divi-
dends credit.

29.28(d)-i Making and filing of con-
sents.

29.28(d)-2 Consent distribution must
be nonpreferential.

29.28(d)-3 Overpayments and deficien-
cies.

29.28(e)-i Consent and partial distri-
butions to be considered
thgether.

29.28(f)-i Taxability of amounts spec-
ified in consents.

29.28(g)-i Treatment of amount spec-
ified in consent of cor-
porate shareholder.

29.28 ()-i Effect on basis of stock in
hands of shareholders
and capital account of
corporation.

ACCOUNTING PERIODS AND METHODS OF
ACCOUNTING

29.41-1 Computation of net In-
come.,

29.41-2 Bases of computation and
changes n accounting
methods.

29.4i-3 Methods of accounting.
29.41-4 Accounting period.
29.42-1 When included, in gross

income.
29.42-2 Income not reduced to

possession.
29.42-3 Examples of constructive

receipt.
29.42-4 Long-term contracts.
29.42-5 Subtraction for redemp-

tion of trading stamps.
29.42-6 Noninterest-bearing obliga-

tions issued at discount.
29.42-7 Short-term obligations is-

sued on discount basis.
29.43-1 "Paid or incurred" and

"paid or accrued".
29.43-2 When charges deductible.
29.44-1 Sale of p~ersonal property

on installment plan.
29.44-2 Sale of rel property in-

volving deferred pay-
ments.

29.44-3 Sale of real property on in-
stallment plan.

29.44-4 Deferred-payment sale of
real property not on in-
stallment plan.

29.44-5 Gain or loss upon disposi-
tion of installment ob-
ligations.

29.45-1 Determination of the tax-
able net income of a con'
trolled taxpayer.

29.45-1 Change of accounting
period.

29.47-1 Returns for periods of less
than 12 months.

24.47-2 Returns for period of less
than 12 months on ac-
count of a change in ac-
counting period.

RERoNS AND PAYTENT OF TAX

Sec.
29.51-1 Individual returns.
29.51-2 Forni of return.
29.51-3 Return of income of minor.
29.51-4 Verification of returns.
29.51-5 Use of prescribed forms.
29.52-1 Corporation returns.
29.52-2 Returns by receivers.
29.53-1 Time for filing returns.
29.53-2 Extensions of time for fil-

ing returns.
29.53-3 Extensions of time in the

case of foreign organiza-
tions, certain domestic
corporations, citizens of
United States residing
or traveling abroad, and
nontaxable returns of
fiduciaries for estates or
trusts.

29.53-4 Due date -of return.
29.53-5 Place for filing individual

returns.
29.54-1. Records and income tax

forms.
29.55(b)-i Inspection of returns.

29.561 Date on which tax shall be
paid.

29.56-2 Extension of time for pay-
ment of the tax or in-
stalment thereof.

29.56-3 When fractional part of
cent may be disregarded.

29.56-4 Receipts for tax payments.
29.57-1 Examination of return

and determination of
tax by the Commissioner.

SUBPART C-SUPPLM2TAL PROVISIONS

RATES OF TAX

29.101-1 Proof of exemption.
29.101(1)-i Labor, agricultural, and

horticultural organiza-
tions,

29.101(2)-i Mutual savings banks.
29.101(3)-i P1aternal beneficiary so-

cieties.
29.101(4)-i Building and loan associa-

tions and cooperative
banks.

29.101(5)-i Cemetery companies.
99.101(6)-i Religious, charitable, sci-

entific, literary, and edu-
cational organizations
and community chests.

20,101(7)-i Business leagues, chambers
of commerce, real estate
boards, and boards of
trade.

29.101(8)-i Civic leagues and locAl as-
sociations of employees.

29.101(9)-i Social clubs.
29.101(10)-i Local benevolent life insur-

ance associations, mu-
tual irrigation and tele-
phone companies, and
like organizations.

29.101(11)-i Mutual insurance com-
panies or associations.

29.101(12)-i Farmers' cooperative mar-
keting and purchasing
associations.

29.101(13)-i Corporations organized to
finance crop operations.

29.101(18)-i Religious or apostolic asso-
ciations or corporations.

29.102-1 Taxation of corporation
formed or r ilized for
avoidance of surtax.

29.1,02-2 Purpose to avoid surtax;
evidence; burden of
proof; definition of hold-
ing or investment com-
pany.

29.102-3 Unreasonable accumula-
tion of profits.

See.
29.102-4 Computation of undistrib-

uted section 102 not in-
come.

29.104-1 Tax on banks.
29.105-1 Surtax on sale of oil or gas

properties.
29.105-1 Surtax on certain amounts

received from the United
States.

29.107-1 Personal services.
29.107-2 Artistic work or invention.
29.109-1 Western Hemisphere trade

corporations,

COMPUTATION OF NET INCOMP-

29.111-1 Computation of gain or
loss.

29.112(a)-i Sales or exchanges.'
29.112(a)-2 Use of term "assumption of

liabilities".
29.112(b) (1)-1 Property held for produc-

tive use In trade or busi-
ness or for investment.

29.112(b) (2)-1 Stock for stock of the same
corporation.

29.112(b) (6)-1 Transfer of property to cor-
poration controlled by
transferor.

29.112(b) (6)-2 Treatment of assumptiohii
of liabilities.

29.112(b) (5)-3 Records to be kept and in-
formation to be filed.

29.112(b) (6)-1 Distributions in liquidation
of subsidiary corporation.

29.112(b) (6)-2 Liquidations completed
within one taxable year.

29.112(b) (6)-3 Liquidations covering more
than one taxable year.

29.112(b) (6)-4 Distributions In liquidation
as affecting minority in-
terests.

29.112(b) (6)-5 Records to be kept and in-
formation to be filed
with return.

29.112(b) (9)-1 Nonrecognition of loss
upon transfer of property
of railroad corporation.

29.112(o)-1 Receipt of other property or
money in tax-free ex-
change not connected
with corporate reorgani-
zation.

29.112(e)-i Nonrecognition of loss.
29.112(f)-i Reinvestment of proceeds

of involuntary conver-
sion.

29.112(f)-2 Replacement funds.
29.112(g)-i Purpose and scope of .ex-

ception of reorganization
exchanges.

29.112(g)-2 Definition of terms.
29.112(g)-3 Exchanges solely of stock or

securities, or property,
solely for stock or securi-
ties, In pursuance of plan
of reorganization.

29.112(g) -4 Exchanges, in reorganiza-
tion for stock or securi-
ties and other property
or money.

29.112(g)-a Receipt of stock or securi-
ties in reorganization
without surrender of
stock by shareholder.

29.112(g)-6 Records to be kept and In-
formation to be filed with
returns.

29.112(h)-i Control of corporation,
29.112(i)-i Reorganization w it h, or

transfer of propertyto or
from, a foreign corpora-
tion.

29.112(k)-i Assumption of liabilities
not to be taken into ac-
count for purpose of rec-
ognizing gain or loss.

29.113(a)-i Scope of basis for dotermin-
Ing gain or loss.

29.113(a)-2 General rule.
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See.
29.113(a) (1)-I PrI

299l(a) (2)-1 Pr

29.113(a) (3)-i TI

29113(a) (4)-i GI

29.113(a) (5)-i B2

29.113(a) (6)-1 Pr

29.113(a) (6)-2 Tr

29.11(a) (7)-1 Pr

29.113(a) (8)-i Pr

29.113(a) (9)-1 Ps

29113(a)(10)-i St

29113(a) (11)-i Bi

29.113(a) (12)-i 33

29113(a) (13)-i1

29.11(a) (13)-2 B

29.113(a) (14)-1 P3

29.113 (a) (15)-i B

29.118(a) (16)-1 B

29.113(a) (18)-1 B

29118(a) (19)-1 B

29.118(a) (19)-2 B
29118(a) (20)-i

29119(a) (21)-1. I

29113(b) (1)-i

29.113 (b) (l)-2

29.113(b) (1)--3 A

Z9113(b) (2)-1 S
9113 (b) (3)-i

29113 (b) (3)-2 A

29.118(c)-i P

29.114-i B

29.115--1 D
29115--2

-29.115-3
29.115-4 -l

No. 218-2

operty Included in inven-
tory.
operty transmitted by
gift after December 31,
1920.
ansfer in trust after De-
cember 31. 1920.
ft or transfer in trust
prior to January 1. 1921.
sis of property acquired
by bequest, devise, or in-
heritance.
operty acquired upon a
tax-free exchange.
eatment of assumption of
liabilities.
operty acquired by cor-
poration in reorganiz-
tion after December 31,
1917.
,operty acquired by a cor-
poration after December
31, 1920.
,operty acquired as a re-
sult of an involuntary
conversion.
ocks or securities ac-
quired in "wash sales".
asis of property acquired
during amillation.
asIs of property estab-
lished by Revenue Act of
1932.
roperty contributed In
kind by a partner to a
partnership.
eadjustment of partner-
ship interests.
roperty acquired prior to
Warch 1, 1913.
asis of property received
by a corporation in com-
plete liquidation of an-
other corporation.
asis of 'property estab-
lished by Revenue Act of
1934.
asis of property received
in certain corporate liq-
uldations.

asis of stock and rights in.
valved in the acquisition
of stock dividends or
stock rights: General
rules.
sceptions to general rules.
roperty acquired by rail-
road corporation in a re-
ceivership or bankruptcy
proceeding.
roperty acquired by elec-
tric railway corporation
in bankruptcy proceed-
Ing.
djusted basis; g en e r a I
rule.
dJusted basis; cancella-
tion of indcbtedness.
dusted basis; cancella-
tion of indebtedness;
special cases.

ubstituted basis.
dJusted basis; discharge
of corporate indebted-
ness; general rule.
dusted basis; discharge
of corporate indebted-
ness; special cases.
troperty on which lessee
has made improvements.
asis for allowance of de-
preciation and depletion.
Ividends.
ources of distributions in
general.

arnings or profits.
Istributions other than a
dividend.

See.
29115-5 Distributions in liqulda-

tion.
29.115-6 Distributions from deple-

tion or depreciation re-
serves.

29.115-7 Stock dividends.
29.115-8 Election of nhareholders as

to medium of payment.
29.115-9 Distribution in redemption

or cancellation of stoci
taxable as a dividend.

29.115-10 Dividends paid In property.
29.115-11 Effect on earnings orprolits

of certain tax-free ex-
chnnges and tax-free dis-
tributlons.

29115-12 Effect on earnings and
proflts of gain or lo--
realized after February
28, 1913.

29.115-13 Effect on earnings and
profits of receipt of tax-
free distributions requir-
ing adjustment or allo-
cation of basis of stoek.

29.115-14 Adjustments to earnings
and profits reflecting in-
crease In value accrued
prior to March 1, 1913.

29.116-1 Earned Income from
sources without. the
United States.

29.116-2 Income of foreign govern-
ments, ambamadors, and
consuls.

29.116-3 Bridges to be acquired by
State or political subdi-
visions.

29117-1 Meaning of terms.
29.117-2 Percentage of capital gain

or lo= taken into ac-
count: Net los carry-
over.

29,117-3 Alternative tax in cwe of
net long-term capital
gain or los.

29117-4 Determination of period for
which capital accets ar
held.

29.117-5 Application pf ceetion 117
In the case of husband
and wife.

99.117-6 Gains and lo-ses from short

29.117-7 Gains and lo=e from
involuntary conversions
and from the sale or ex-
change pf certain prop.
erty used in the trade or
bucine-.

29.118-1 Lo=e from wash sales of
stock or cecurities.

2911-i Income from sources with-
in the United States.

29.119-2 Interest
29.119-3 Dividends.
29.119-4 Compensation for labor or

personal cervces.
29.110-5 Rentals and royalties.
29119-6 Sale of real property.
29.119-7 Income from cources with-

out the United States.
29119-8 Sale of perronal property.
29119-9 Deductions In general.

29.119-10 Apportionment of deduc-
tions.

29.119-11 Other income from sourccs
within the United States.

29.119-12 [ncomo from the sale of
personal property derived
from sources partly with-
In and partly without the
United States.

29.119-13 Tranrportation rervice.
29.119-14 Telegraph and cable serv-

ice.
2911G-15 Computation of income.

Sec.
29.120-1 Unlimited deduction for

charitable and other con-
tributions.

29.M2-1 Net; operating loss deduc-
tion.

29.122-2 Computation of net op-
erating loaz in case of
corporation.

29.2-3 Computation of net op-
erating los in case of a
taxpayer other than a
corporation.

29.122-4 Computation of net op-
erating lass carry-overs
and net operating Ioss
carry-backs.

23A2-5 Conversion of net Operating
loss carry-over into net
operating loz deduction.

29.123-1 Election to include loans in
income.

29.123-2 Effect of election on ad-
Justments for other tax-
able years.

29.124-0 Deflnitions. -
29.124-1 Certificate of necessity.
29.124-2 Amortization deduction;

general rule.
29.124-3 Election of amortization.
29.12--4 Election to discontinue

amortization.
29.124-5 Termination of amortiza-

tion perild.
29.124-6 Adjusted basis of emer-

gency facility.
29124-7 Depreciation of portion of

emergency facility not
subject to amortization.

29124-8 Payment by United States
of unmortized cost of
facility.

29.124-9 Life tenant and remainder-
man.

29125-1 In general.
29.125-2 Bond premium and amor-

tlzable bond premium.
2925 -3 Uethcds of amortization.
29125-4 Election.
291254 Callable and convertible

bonds. ,
29.125-6 Capitalized expenses.
29.5-7 Taxable years In which In-

terest not received or
accruable.

29.125-8 Bonds owned by decedents.
C3.125-9 Partially tax-exempt bonds

owmed by estatqs, trusts,
partnerships, etc.

29.126-1 Inclusion in grass income
of income In respect of a
decedent.

29126-2 Allowance of deductions
and eredit In respect of
decedent.

29126-S Deduction for estate tax
attributable to Income in
respect of decedent.

29128-4 Income In respect of de-
cedent dying n taxable
year beginning before
1943; tax of decedent.

29.127 (a)-1 Description of war Ioses.
2912 (a)-2 Property destroyed or seized

after the outbreak of wr.
23.127 (a)-3 Property In enemy co-n-

tries and enemy con-
trolled areas.

29.127 (a)-4 Investments referable to
destroyed or seized prop-
erty.

29127 (b)-1 Determination of amount
of war Io."

29.127 (o)-1 RecoveriesIncludedn gross
Income.

291 (d)-l Basis of recovered property.
2927 ()-1 Cases in which Ilqudation

of corporation causes war
locs.

14885



FEDERAL REGISTER, Wednesday, November 3, 1913

Sec.
29.127 (f)-1 Determination of tax bene-

fits from allowable de-
ductions.

29.128-1 Recovery of unconstitu-
tional taxes.

CREDITS AGAINST TAX
29.131-1 Analysis of credit for taxes.
29.131-2 Meaning of terms.
29.131-3 Conditions of allowance of

credit.
29.131-4 Redetermination of tax

when credit proves in-
correct.

29.131-5 Countries which do or do
not satisfy the similar
credit requirement.

29.131-0. When credit for taxes may
be taken.

29.131-7 Taxes of subsidiary corpo-
ration.

29.131-8 Limitations on credit for
foreign taxes.

29.131-9 Joint return by husband
and wife.

RETURNS AND PAYMENT OF TAX

29.141-1 Consolidated income and
excess profits tax returns
of affiliated corporations.

29.142-1 Fiduciary returns.
29.142-2 Return by guardian or

committee.
29.142-3 Returns in case of two

trusts.
29.142-4 Return by receiver.
29.142-5 Return for nonresident

alien beneficiary.
29.142-6 Time for filing upon death,

or termination of trust.
29.143-1 Withholding tax at source.
29.143-2 Fixed or determinable qn-

nual or periodical income.
29.143-3 Exemption from withhold-

ing.
29.143-4 Ownership certificates for

bond interest.
29.143-5 Form of certificate for citi-

zens or residents.
29.143-6 v Form of certificate for non-

resident aliens, nonresi-
dent foreign corpora-
tions, and unknown
owners.

29.143;7 Return and payment of tax
withheld.

29.143-8 Ownership certificates in
the case of fiduciaries and
joint owners.

29.143-9 Return of income from
which tax was withheld.

29.144-1 Withholding in the case of
nonresident foreign cor-
porations.

29.144-2 Aids to withholding agents
in determining liability
for withholding of tax.

29.145-1 Penalties.
29.146-1 Termination of the taxable

period by Commissioner.
29.147-1 Return of information as to

payments of $500.
29.147-2 Return of information as

to payments to em-
ployees.

29.147-3 Cases where no return of
information required.

29.147-4 Return of information as to
certain interest.

29.147-5 Return of information as to
payments to other than
citizens or residents.

29.147-6 Foreign items.
29.147-7 Return of information as to

foreign items.
29.147-8 Information as to actualowner.
29.148-1 Return of information as to

payments of dividends.

See.
29.148-2 Return of information re-

specting contemplated
dissolution or liquida-
tion.

29.148-3 Return of information re-
,specting distributions in
liquidation.,

29.148-4 Information respecting
compensation of officers
and employees in excess
of $75,000.

29.150-1 License to collect foreign
items.

ESTATES AND TRUSTS

29.161-1 Imposition of the tax.
29.162-1 Income of estates and

trusts.
29.162-2 Allocation of estate and

trust income to legatees
and beneficiaries.

29.163-1 Credits to estate, trust, or
beneficiary.

29.165-1 Employees' trusts.
29.165-2 Impossibility of diversion

under trust instrument.
29.165-3 Requirements as to cover-

age.
29.165-4 Discrimination as to con-

- tributions or benefits.
29.165-5 Effect of amendments to

section 165 (a) on old
and new stock bonus,
pension, profit-sharing,
and annuity plans.

29.165-6 Taxability of beneficiary
under a trust which
meets the requirements
of section 165 (a).

29.165-7 Treatment of beneficiary of
a trust not exempt under
section 165 (a).

29.166-1 Trusts with respect to the
corpus of which the
grantor is regarded as re-
maining in substance the
owner.

29.167-1 Trusts in the income of
which the grantor retains
an interest.

29.169-1 Common trust fund de-
fined.

29.169-2 Income of participants in
common trust fund. ,

29.169-3 Computation of common
trust fund income.

29.169-4 Admission and withdrawal
of participants from the
common trust fund.

29.169-5 Returns of common trust
funds.

29.170-1 Net operating loss deduc-
tion in the case of estates,
trusts, and common trust
funds.

29.171-1 Income of trust in case of
divorce, etc.

'29.171-2 Application of trust rules to
alimony payments.

29.172-1 Amortization of emergency
facility of estate or trust.

PARTNERSHIPS

29.181-1 Partnerships.
29.182-1 Distributive share of part-

ners.
29.183-1 Computation of partner-

ship income.
29.184-1 Credits allowed partners.
29.185-1 Earned income credit of

partners.
29.187-1 Partnership returns.
29.189-1 Net operating loss deduc-

tion in the case of part-
ners.

29.190-1 Amortization of emergency
facility of partnership.

INSURANCE COMPANIES

Sec.
29.201-1 Tax on life insurance com-

panies.
29.201-2 Foreign lifo insurance com-

panies.
20.201-3 Life insurance companies:

definition.
29.201-4 Life insurance reserves.
29.201-5 Interest paid.
29.201-6 Adjusted reserves.
29.201-7 Net income and deductions,
29.201-8 Real estate owned and oc-

cupied.
29.201-9 Amortization of premium

and accrual of discount.
29.202-1 Reserve and other policy li-

ability credit for adjusted
normal-tax not income.

29.202-2 Adjustment for certain re-
serves.

29.203-1 Reserve and other policy lI-
ability credit for adjusted
corporation surtax not in-
comO.

29.204-1 Tax on insuranco com-
panies other than life or
mutual and mutual ma-
rine insurance companies,

29.204-2 Gross Income of insurance
companies o t h e r than
life or mutual and mutu-
al marine insurance com-
panies.

29.204-3 Deductions allowed insur-
ance companies o t h o V
than life or mutual and
mutual marine insurance
companies.

29.207-1 Tax on mutual Insurance
companies other than life
or marine.

29.207-2 Not premiums.
29.207-3 Dividends to policyholders.
29.207-4 Net income and deductions
29.207-5 Real estate owned and oc-

cupied.
29.207-6 Amortization of premium

and accrual of discount.

NONRESmENT ALIEN INDIVIDUALS

29.211-1 Taxation of aliens in gen-
eral.

29.211-2 Definition.
29.211-3 Alien seamen, when to be

regarded as residents.
29.211-4 Proof of residence of alien.
29.211-5 Loss of residence by alien.
29.211-6 Duty of employer to de-

termine status of alien
employee.

29.211-7 Taxation of nonresident
alien individuals.

29.212-1 Gross income of nonresi-
dent alien individuals,

29.212-2 Exclusion of earnings of
foreign ships from gross
income.

29.213-1 Deductions allowed non-
resident alien individuals.

29.214-1 Credits to nonresident alien
individuals.

29.215-1 Allowance of deductions
and credits to nonresi-
dent alien individuals.

29.217-1 Time and place for filing
returns of nonresident
alien individuals.

29.217-2 Return of income.
29.218-1 Date on which tax shall bo

paid by nonresident alien
individual.

29.219-1 Partnerships.

FOREIGN CORPORATIONS

29.231-1 Taxation of foreign corpo-
rations.

29.231-2 Gross income of foreign
corporations.
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Sec.
29.231-3 *Exclusion of earnings of

foreign ships from gross
income.

29.232-1 Deductions allowed.foreign
corporations.

29.2M3-1 Allowance of deductions
and credits. -

29.235-1 Time and place for filing
- - returns of foreign corpo-

rations.
29.25-2 Return of income.
29.23-1 Dates on which tax shall be

paid by foreign coipora-
tions.

POSESSIONS Or = UNITED STATES

29251-1 Citizens of the United
.States and domestic cor-
porations deriving in-
come from sources with-.
-in a possession of the
United States.

29.251-2 Income received within the
- United States.

29.251-3 Tax In case of corporations.
29.251-4 Definition.
29251-5 Deductions allowed citi-

zens and domestic corpo-
rations entitled to the
benefits of section 251.

29.251-6 Allowance of deductions
and credits to citizens
and domestio corpora-
tions entitled to the bn-
efits°of section 251.

29.252-1 Status of citizens of United
States possession.

oMNA TRADE ACT CORPORATIONS

29.261-1 Tax on China Trade Act
corporations. .

29.262-1 Income of China Trade Act
corporations.

29.262-2 Credits all-owed China
Trade Act corporations.

29.262-3 Meaning of terms used in
connection with China
Trade Act corporations.

29262-4 'Withholding by a China
Trade Act corporation.

ASSEnL rAND hOLLMMON OF DrIEN

29.271-1 Deficiency defined.
29.272-1 Assessment of a deficiency.
29.272-2 Collection of a deficiency.
29.272-8 Extension of time for pay-

ment of a deficiency.
29.273-1 Jeopardy assessments.
29.274 -1 Bankruptcy and receiver-

ship proceedings.
29.274 -2 Immediate assessments In

bankruptcy and receiver-
ship cases.

29.275-1 Period of limitation upon
assessment of ta.

29-675-2 Period of limitation upon
collection of tax.

STESEST AND ADDITIONS TO THE TAX
29.291-1 Addition to the tax in case

of failure t6 file return.

O.LKI" AGAINST T1ANSFEES AN FIDUCIARIES

29211-1 Claims In cases of trans-
ferred assets.

29212-1 Fiduciaries.

OVEHPAYZEIMTS

29.22-1 Authority for abatement,
credit, and refund of tag.

29322-2 Credit and refund adjust-
ments.

29.322-3 Claims for refund by tax-
payers.

29.22-4 Claim for payment of judg-
ment obtained against
collector.

Eec.
29.22-5 Claim for payment of

judgment obtained in
United State- district
court against the United
States.

29.322-0 Claim for payment of
judgment obtained In the
Court of Claims against
the United States.

29222-7 LInltationa upon the cred-
iting and refunding of
taxes paid.

29322-8 Credting of accounts of
collectors In cases of as-
cesuaents against coveral
persons covering same 1i-
ability.

YOnErflO PaOsnAL OLnomfl CO..A2,IE3

2931-i Definition of foreign per-
onal holding company.

29M1-2 Grors Income requirement.
29231-3 Stock ownernh1p require-

ment.
29232-1 Foreign perconal holding

. company income.
292V3(a)-1 Stock ownership.
29.33(a)-2 Stock not owned by indi-

vidual.
29M33(a)-3 Family and partnership

ownership.
29.33(a)-4 Options.
2933(a)-6 Application of family-part-

nerahip and option rules.
29233(a)-S Con.tructive ownership as

actual ownership.
29333(a)-7 Option rule In lieu of fam-

ily and partnerahlp rule.
29=33(b)-4 Convertible ecuritic.

293-1 Gror income In general for
purpozes of Supplempent
P.

29234 -2 Additions to gross income
for purposes of Supple-
ment P.

29236-1 Supplement P net income.
9336-2 Illustration of computation

of Supplement P net In-
come and undistributed
Supplement P net In-
come.

29.337-1 Income of foreign personal
holding companies taxed
to United States share-

o holders.
29237-2 Credit for obligations of the

United States.
29237-3 Information in return.
29237-4 Effect on capital occount of

foreign peronal holding
company ond basis of
stock In handa of share-
holders.

2938-1 Information returns by of-
ricers and directors of
certain forelgn corpora-
tions.

29.338-2 Annual information re-
turns by ofilcera and di-
rectors of certain foreign
corporations.

29238-3 Time and place of filing re-
turns.

29.39-1 Information roturna by
rhrebolders of certain
foreign corporations.

2939-2 Annual information re-
turns by shareholders of
certain foreign corpora-
tions.

20.839-4 Time and place of filing re-
turns.

RZOL&TES DVsTZI= = COZWAzn=E

29.861-1 Definition of a regulated In-
vestment company.

29.62-1 rarnings and profits of a
ko gul at e d Investment
6ompany.

82c.
23262-2 Methcd of taxtion of regu-

lated Investment corn-
panies-

9262-3 Records to b kept for pur-
pose of determining
whether a corporation
clailmngt o be a regulated
nvestjnent company is a
parsonal holding cur-
pany.

Z-062-4 Additional information re-
quired In returns of
shareholders.

2262-5 Method of taxation of
shareholders of regulated
nveztment companies.

XCOHAN E3 Arm D IS m or-0s nr osmruscn To
0==S OF acUmE A2. 11ECI GE CO..-
Z=31021r

29.371-0 Terms used.
29.371-1 Purpoza and &cope of ex-

ception.
29271-2 Exchanges of stock or se-

cuartles &olely for stock
or securities.

23.371-3 Exchanges of property for
Property by corporatons.

29.371-4 Distribution solely of stock
or tecuritles.

29.371-5 Transfers -rithln system
group.

29.71-6 Sale of stock or securities
received upon exchange
by members of system
group.

29.71-7 Exchanges in which money
or other nonexempt prop-
erty Is received.

29371-8 Requirements with respect
to order of Securities and
Exchange Commission.

29371-9 1onappllcation of other
provistons of the Internal
Revenue Code.

29-71-10 Records to be kept and In-
formation to be filed with
returns.

29272-0 Basis for determining gain
or 10:3.

29.372-1 Basis of property acquired
upon exchanged under
section 371 (a), 371 (b)
(prior to amendment by
the Revenue Act of 1942),
or 371 (e).

29.372-2 Reduction of basis of prop-
'ertY by reason of gain not
recognized under section
371 (b).

29.272-3 Basis of property acquired
by corporation under Sec-
tion 371 (a), 371 (b), or
371 (e) as contribution
of capital or surplus, or in
consideration for its own
stock or securities.

29.72-4 Basin of stock or securities
acquired by shareholder
upontax-free distribution
under section 371 (c).

29372--5 Basis of property acquired
under section 371 (d) In
tran actlons between cor-
porations of the same
system group.

29.373-1 Definitions.
TAX IMA Z =he S OF PEMSONAL svCZ

C02POZATION5
29291-1 Applicability of SuppIe-

ment S.
29292-1 Undis ibuted Supplement

S net Income.
29293-1 Supplement S net income.
29.394-1 Taxability of shareholders.
29.394-2 Credit for interest on obl-

gations of the United
States ano- its Instru-
mentalities.
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Sec.
29.394-3 Effect on capital account

of personal service cor-
poration.

29,394-4 Basis of stock in hands of
shareholders.

29.396-1 Tax of certain shareholders
paid by the corporation.

INDIVIDUALS 'WITH GROSS INCOME FROM CERTAIN

SOURCES OF $3,000 OR LESS

29.400-1 Scope and application of
Supplement T.

29.401-1 Rules for application of
schedule in section 400.

29.402-1 Manner of election to com-
pute tax under Supple-
ment T.

29.404-1 Taxpayers to whom Sup-
plement T is inapplica-
ble.

SUPART D-VcToRY TAX ON INDIVmUALS

RATE AND COMPUTATION OF TAX

29.450-I Victory tax on individuals.
29.451-1 Gross income for victory

tax purposes.
29.451-2 Victory tax net income.
29.452-1 Specific exemption..
29.453-1 Credit against victory tax.
29.454-1 Post war credit or refund.
29.454-2 Post war credit or refund

where status changes dur-
ing the taxable year.

29.454-3 Period of limitation for
making post war credit

Oor refund.
29.455-1 Returns.
29.456-1 Limitation on the amount

of the victory tax.

COLLEOTION OF TAX AT SOURCE ON WAGES

29.465-0 Introductory.
29.465-1 Pay-roll period.
29.465-2 Wages.
29.465-3 Exclusions from wages.
29A65-4 Withholding agent.
29A65-5 Employee.
29.465-6 Employer.
29.466-1 Requirement of withhold-

Ing.
29.466-2 Withholding exemption.
29.466-3 Wage bracket withholding.
29.466-4 Tax paid by recipient.
29.466-5 Return of income and

credit for tax withheld at
source.

29.466-6 Included and excluded
wages.

29A67-1 Collection of and liability
for tax.

29A67-2 Quarterly adjustments.
29.468-1 Return and payment by

withlholding agent.
29.469-1 Receipts for tax withheld

at source on wages.
29.A70-1 Penalties.

EXPIRATION DATE AND DEFINITIONS

29.475-1 -Definitions.

SUBPART E-PERSONAL HOLDING COMPANIES

29.500-1 Surtax on personal holding
companies.29.501-1 Definition of personal

holding company.
29.501-2 Gross income requirement.
29.501-3 Stock ownership require-

ment.
29.502-1 Personal holding company

income.
29.503 (a)-1 Stock ownership.
29.503 (a)-2 Stock not owned by indi-

vidual.
29.503 (a)-3 Family and partnership

ownership.
29.503 (a)-4 Options.
29.503 (a)-5 Application of family-part-

nership and option rules.
20.503 (a) -6 Constructive ownership as

actual ownership.

Sec.
29.503 (a)-7 Option rule in lieu of fam-

fly and partnership rule.
29.503 (b)-1 Convertible securities.

29.504-1 Undistributed subchapter
A net income.

29.504-2 Amounts used or frrevoca-
bly set aside to pay or to
retire indebtedness of
any kind incurred prior
to January 1, 1934.

29.504-3 Retroactive application.
29.504-4 Claim for benefit of section

186 of the Revenue Act of
1942.

29.504-5 Making and filing of con-
sents.

29.504-6 Overpayments and deficien-
cies.

29.505-1 Subchaptqr A net income.
29.505-2 Illustration of computation

of subchapter A net in-
come, undistributed sub-
chapter A net income,
and surtax.

29.506-1 Purpose and scope of defi-
ciency °dividend credit.

29.505-2 Date when decision by Tax
Court or court0becomes
final and date of closing
agreement.

29.506-3 Crpdit against unpaid de-
ficiency.

29.506-4 Credit or refund of defi-
ciency paid.

29.506-5 Claim for deficiency divi-
dends credit or credit or
refund.

29.506-6 Effect of deficiency divi-
dends on-dividends paid
credit.

29.505-7 Suspension of statute of
limitations and stay of
collection.

29.506-8 Retroactive application.
29.506-9 Overpayments a n d defi-

ciencies.
29.506-10 Election to have a certain

dividend considered as a
deficiency dividend.

29.506-11 Claim for additional credit
or 7refund for prior tax-
able year.,

29.506-12 Effect of election.
29.508-1 Return and payment of tax.
29.508-2 Determination ci tax, as-

sessment, collection.
SUBPART F-DEFINTIONS

29.3797-1 Classification of taxables.
29.3797-2 Association. .
29.3797-3 Association distinguished

from trust.
29.3797-4 Partnerships.
29.3797-5 Limited partnerships.
29.3797-6 Partnership associations.
29.3797-7 Insurance company.
29.3797-8 Domestic, foreign, resident,

and nonresident persons.
29.3797-9 Fiduciary.

29.3797-10 F id u c i a r y distinguished
from agent.

29.3797-11 Military or naval forces of
the United States.

SUB3PART G-MITIGATIoN OF EFFECr OF LIMrrA-
TION AND OTHER PROVISIONS IN INCOME TAX
CASES

29.3801(a)(1)-1 Purpose and scope of sec-
tion 3801.

29.3801(a) (1)-2 Closing agreement as a de-
termination.

29.3801(a)(1)-3 Decision by Tax Court or
court as a determination.

29.3801(a) (1)- Final disposition of claim

29.3801(a) (3)-1
29.3801(b)-0

29.3801(b)-i.

for refund as a determi-
nation.

Related taxpayer.
Circumstances of adjust-

ment.
Double inclusion of item of

gross income.

Sec.
29.3801(b)-2 Double allowance of n de-

duction or credit.
29.3801(b)-3 Erroneous exclusion of item

of gross income with re-
spect to which tax was
paid.

29.3801(b)-4 CoiTelative deductions and
inclusions specified In
section (162 (b) and (o)
and corresponding pro-
visions of prior Revenue
Acts.

29.3801(b)-5 Determination of basis of
property in case of er-
roneous treatment of
transaction relating to
acquisition thereof.

29.3801(b) -6 Law applicable in determi-
nation of error.

29.3801(b)-7. Operation dependent upon
maintenance of incon-
sistent position.

29.3801(b)-8 Existence of status of re-
lated taxpayer qt time of
the first maintenance of
an Inconsistent position,

29.3801(c)-i Method of adjustment..
29.3801(d)-i Ascertainment of amount

of adjustment.
29.3801(e)-1 Effect of other items on

amount of adjustment,

AUTHORITY! §§ 29.1-1 to 29.3801 ()-i issued
under sections 62 and 3791 of the Internal
Revenue Code (53 Stat. 32, 467, 26 U,S,C.,
62, 3791).

SUBPART A-INTRODUCTORY PROVISIONS

Pertinent Enacting Provisions of the
Internal Revenue Code

AN ACT

To consolidate and codify the internal rev-
enue laws of the United States.

Be it enacted by the Senate and House
of Representatives of the United States Of
America in Congress assembled, That the laws
of the United States hereinafter codified and
set forth as a part of this act under the head-
ing "Internal Revenue Title" are hereby en-
acted into law.

SEC. 2. CITATION. This act and the internal
revenue title incorporated herein shall be
known as the Internal Revenue Code and may
be cited as "I. R. C.".

SE. 6. ARRANGEMENT, CLASSIFICATION, AND
cRoss REFERENCES. The arrangement and
classification of the several provisions of the
Internal Revenue Title have been made for
the purpose of a more convenient and orderly
arrangement of the same, and, therefore, no
inference, implication or presumption of leg-
islative construction shall be drawn or made
by reason of the location or grouping of any
particular section or provision ,or portion
thereof, nor shall any outline, analysl, cross
reference, or descriptive matter relating to
the contents of said Title be given any legal
effect.

SEC. 1. APPLICATION or cHAPTER.
The provisions of this chapter shall apply

only to taxable years beginning after Docemi.
her 31, 1938. Income, war-profits, and ex-
cess-profits taxes for taxable years beginning
prior to January 1, 1939, shall not be affected
by the provisions of this chapter, but shall
remain subject to the applicable provisions
of the Revenue Act of 1938 and prior reve-
nue acts, except as such provisions are modi-
fied by legislation enacted subsequent to the
Revenue Act-of 1938.

§ 29.1-1 Scope and applicability of
regulations. These regulations deal with
the taxes upon net Income Imposed by
Chapter 1 of the Internal Revenue Code,
Including the tax imposed by section 102
upon the net Income of certain corpora-

14888



FEDERAL REGISTER, Wednesday, November 3, 1943

tions, and with the surtax imposed by
subchapter A of chapter 2 (sections 500
to 511, inclusive) upon the undistributed
subchapter A net income of personal
holding companies.

These regulations are applicable only
with respect to taxable years beginning
after December 31, 1941.

Each section, subsection, or paragraph
of the Internal Revenue Code set forth
in these regulations shall be considered
as a part of the respective regulations
section to which it corresponds.

SE. 2. CROSS sEMzEENCm.
The cross references in this chapter to other

portions of the chapter, where the word "see"
is used, are made only for convenience, and
shall be given no legal effect.

SEc. 3. CrAssmc.rToN o Paovzsos. [as
amended by see. 172 (b), Rev. Act 1942.]

The provisions of this chapter are herein
classified and designated as-

Subchapter A-Introductory provisions,
Subchapter B-General provisions, divided

Into parts and sections.
Subchapter C.-Supplementalprovisions di-

vided into Supplements and sections,
Subchapter D-Victory tax on Individuals,

divided intoparts and sections;
"§ 29.3-1 Division of regulations. These

regulations, which constitute Part 29 of
rTitle 26 of the 1943 Supplement to the
Code of Federal Regulations, are divided
into six subparts. Subpart A relates to
introductory provisions. Subpart B re-
lates to general provisions. Subpart C
relates to supplemental provisions. Sub-
part D relates to victory tax on individ-
uals. Subpart E relates to surtax on
personal holding companies. Subpart F
relates to definitions. Subpart G relates
to mitigation of effect of limitation and
other provisions in income tax cases.
SEc. 4. Ss'xrcL cLASsES O TAXPAYERS [aS

amended by sec. 102 (c), Rev. Act 1941; sec.
170 (b), Rev. Act 1942].

The application of the General Provisions
and of Supplements A to D, Inclusive, to each
of the following special classes of taxpayers,
shall be subject to the exceptions and addi-
tional provisions found in the Supplement
applicable to such class, as follows:

(a) Estates and trusts and the benefici-
aries thereof-Supplement E.

(b) Members of partnerships-Supple-
ment F.

(c) Insurance companies-Supplement G.
(d) Nonresident alien' individuals-Sup-

plement EL
(e) Foreign corporations-Supplement L
(f) Individual citizens of an3possession of

the United States who are not otherwise citi-
zens of the United States and who are not
fesidents of the United States-Supple-
ment J.

(g) Individual citizens of the United
States or domestic corporations, satisfying
the conditions of section 251 by reason of de-
riving a large portion of their gross income
from sources within a possession of the
United States-Supplement J.

(h) China Trade Act corporations-Sup-
plement K.

(i) Foreign personal holding companies
and their shareholders-Supplement P.

(j) Regulated investment companies-
Supplement Q.
(k) Shareholders of Personal' Service Cor-

porations--Supplement S.
(1) Individuals -with gross income from

certain sources of $3,000 or less-Supple-
ment T.

§ 29.4-1. Application of regulations to
special -lasses of taxpayers. With re-
spect to certain classes of taxpayers, the
application of the provisions of Subpart

B of these regulations Is subject to cer-
tain exceptions and additional provi-
sions, which appear In Subpart C, as
follows:

Estates and trusts--sections 161 to 172,
inclusive.

Partnerships-sections 181 to 190, In-
clusive.

Insurance companies-sections 201 to
207, inclusive.

Nonresident allen Indivlduals--sec-
tIons 211 to 219, inclusive.

Foreign corporations-sections 231 to
237, inclusive.

Income from sources In possessions of
the United States-sections 251 and 252.

China Trade Act corporations-sec.
tions 261 to 265, inclusive.

Foreign personal holding companies-
sections 331 to 340, inclusive.

Regulated investment companies--sec-
tions 361 and 382.

Shareholders of personal service cor-
porations-sections 391 to 396, inclusive.

Individuals with gross income from
oertain sources of $3,000 or less-sec-
tions 400 to 404, inclusive.

SUBPART B--GmEZTA PnoVsMo:;s
RATES OF TAX

Sra. 11. No=AL TaX Oi nmxvmuAxs [as
amended by ec. 102 (b) (1), Rev. Act 1941;
aee. 102, Rev. Act 1942].

There shall be levied, collected, and paid
for each taxable year upon the not income
of every individual a normal tax of 6 per
centum of the amount of the net income
in excess of the credits against net Income
provided in cectIon 25. (For alternative tax,
If gross income from certain cources Is C3,000
or less, see section 400).

§ 29.11-1 Income tax on individuals.
Chapter 1 of the Internal Revenue Code
imposes an income tax on individuals,
including a normal tax (section 11), a
surtax (section 12), and a victory tax
(section 450). For optional tax in the
case of taxpayers with gross income from
certain sources of $3,000 or less, see sec-
tion 400. The normal tax on individuals-
is at the rate of 6 percent and is upon
net income, which is determined by sub-
tracting the allowable deductions from
the gross income. (See generally sec-
tions 21 to 24, inclusive.) In certain
cases credits are allowed against the net
income before computing the tax (sec-
tion 25) and in other cases against the
amount of the tax (sections 31, 32, and
131). In general, the tax is payable
upon the basis of returns rendered by
persons liable thereto (sections 51, 53
142, and 217), except that in some in-
stances it is to be paid at the source of
the income. Exceptions and additional

If tie surtax net income is:
Not over $2000................
Over $2,000 but not over 04,000-
Over C4,000 but not over $6,00. .-------
Over $6.000 but not over 08.000.........
Over 88.000 but not over $10,000.....
Over 10,000 but not over 012.000 - -......-
Over 012,000 but not over $14.C0 .....
Over 814.000 but not over $16,000-.. .
Over $10,000 but not over 018,00
Over 818,000 but not over 20.000-.....
Over 820,000 but not over 022.000 -. .
Over 822,000 but not over 020........
Over $26,000 bilt not over 32,000-.....
Over $32,000 but not over 038,000 ---------
Over 38,000 but not over 04000-
Over 044,000 but not over 00,000 --------

provisions applicable to certain special
classes of taxpayer are listed in sec-
tion 4.

See Supplement P (sections 331 to
840, inclusive) as to shareholders of
foreign personal holding companies. See
section 117 as to the treatment of capital
gains and capital losses.

§ 29.11-2 Citizens or residents of the
United States liable to tax. In general,
citizens of the United States, wherever
resident, are liable to the tax, and It
makes no difference that they may own
no assets within the United States and
may receive no income from sources
within the United States. Every resi-
dent allen individual is liable to the tax
even though -his income is wholly from
sources outside the United States. As
to nonresident alien individuals, see sec-
tions 211 to 219, inclusive.

§ 29.11-3 Who is a citizen. Every
person born or naturalized in the United
States, and subject to Its Jurisdiction, is
a citizen. When any naturalized citizen
has left the United States and resided
for two years in the foreign country from
which he came, or for five years in any,
other foreign country, itis presumed that
he has ceased to be an American citizen.
This presumption does not apply, how-
ever, to residence abroad while the United
States is at war, nor does it apply in
the case of individuals born In the United
States subject to its Jurisdiction. How-
ever. even though an individual born in
the United States, subJect to its jurisdic-
tion, of either citizen or alien parents,
resided in a foreign country for a num-
ber of years, he would still be a citizen
of the United States, unless he had be-
come naturalized in, or taken an oath
of allegiance to, the foreign country of
residence or some other foreign state.
A foreigner who has fled his declaration
of intention of becoming a citizen of the
United States but: who has not yet re-
ceived his final citizenship papers is an
allen. See §§ 29.211-2 to 29.211-5, inclu-
sive, for*distinction between a resident
alien individual and a nonresident alien
individual.
Szm 12. Suarx onr nmvm [as amended

by cec. 2, Rev. Act 1940; Eecs. 101, 102 (b) (2),
Rev. Act 1941; secs. 103, 150 (J), Rev. Act
19421.

(a) Definition of "surtax net income. As
u"ed in this cection the term "surtax net in-
come" means the amount of the net income
in exces3 of the credits agalnst net income
provided In sEctlon 25 (b).

(b) Rates of surtax. There shall be levied,
collected. and paid for each taxable year upon
the surtax net income of every Individual the
surtax shown In the following table:

The surtax shall be:
13% of the surtax net income.
20, plu3 16% of excez over 82,000.

0580, plus 20% of excez3 over $4,000.
_ 980, plus 24% of excecs over $6,00.
01,400, plu 2a% of excecs over 83,000.
_ 2,020, plus 32% of exe3 over $10,C00.
_ 2,000, plus 36% of excess over $12,000.
03 ,50, plus 40% of excess over $14,000.
64.10, plus 43% of excez3 over 016,000.
$5,040, plus 46% of excess over 818,000.
05,90, plus 49% of excess over $20.000.
06,40, plu 52% of excess over $22,000.
9o020, plus 55% of exceZ3 over $26,000.

01920, plua 537% of excez over 832,000.
015,E0, plus 61% of excesz over 133,00.
$19,40, plus 63% of excess over $44,000.
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If the surtax net income is: The surtax shall be:
Over $50,000 but not over $60,000......-------- $23,240, plus 66% of excess over $50,000.
Over $60,000 but not over $70,000 ----------- $29,840, plus 69% of excess over $60,000.
Over $70,000 but not over $80,000 ----------- $36,740, plus 72% of excess over $70,000.
Over $80,000 but not over $90,000----------- $43,940, plus 75% of excess over $80,000.
Over $90,000 but not over $100,000 ---------- $51,440, plus 77% of excess over $90,000.
Over $100,000 but not over $150,000 --------- $59,140, plus 79% of excess over $100,000.
Over $150,000 but not over $200,000 --------- $98,640, plus 81% of excess over $150,000.
Over $200,000 -------------------------- $139,140, plus 82% of excess over $200,000.

(c) Tax in case of capital gains or losses.
For rate and computation of alternative tax
in lieu of normal tax and surtax in the case
of a capital gain or loss from the sale or ex-
changb of capital assets held for more than
6 months, see section 117 (c).

(d) Sale of oil or gas properties. For lim-
Itation of surtax attributable to the sale- of
oil or gas properties, see section 105.

(c) Tax on personal holding companies.
For surtax on personal holding companies,
see section 500.

(f) Avoidance of surtaxes by incorporation.
For surtax on corporations which accumulate
surplus to avoid surtax on shareholders, see
section 102.

(g) For alternative tax if gross income
from certain sources is $3,000 or less, see sec-
tion 400.

§ 29.12-1 Surtax. In addition to the
normal tax imposed by section-11 a sur-
tax is imposed at the rates specified in
section 12 upon the surtax net income of
every individual, resident or nonresident,
except nonresident alien individuals sub-
ject to the tax imposed by section 211 (a).
The surtax net income is the amount of
the net income in excess of the personal
exemption and credit for dependents.
(See generally §§ 29.25-1 to 29.25-7, in-
clusive.) For surtax on corporations
Improperly accumulating surplus, see
section 102. As to surtax on personal
'holding companies, see sections 500 to
511, inclusive.

§ 29.12-2 Computation o f s u r t a x
The following table shows the surtax due
for taxable years beginning after Decem-
ber 31, 1941, upon certain specified
amounts of surtax net income. In each
Instance the first figure of the surtax
net income in the surtax net-income col-
umn is to be excluded and the second
figure included. The percentage given
opposite applies to the excess of income
over the first figure in the surtax net-
income column. The last column gives
the total surtax on a surtax net income
equal to the second figure in the surtax
net-income column.

SuRTAx TABLE

Total
Surtax net income Percent stta

$0 to $2,000 ------------------------ 13 $26
$2,000 to $4,000 ................... 16 5
$4,000 to $6,000 ............-.--.... 20 ow6
$%,000 to $8,000 ------------------- 24 1,460
1,000 to $10,000 .................. 28 2,020
$10,000 to $12,000 ................. 32 2,660
$12,000 to $14,00 ................ 36 3,380
$14,000 to $16,000 ................. 40 4,180
$10,000 to $18,000 ----------------- 43 5,040
$18,000 to "M000 .................. 46 5, 960
$20,000 to $22,000 ................. 49 6,940
$2,000 to $26,000 ................ 52 0,00
$20,000 to $32,000 ................. 55 12,320
$2,000 to $8,000 ................. 58 15, 800
$8,000 to $44,000 ---------------- 61 19,460
$44,000 to $6,000 ................. 63 23,240
$S5,o00 to 0,000 ---------------- 66 29,840
;W,000 to $70.000 ------------------ 69 36,740
$70,000 to $70,000 ................. 72 43,940
$M0,000 to $90,000 ----------------- 75 51,440
$90,000 to $100,000 ---------------- 77 59,140

$200,00 to $100,000------------- 9 9,1$100,00 to $100,000................ 70 08, 640
$150,000 to $200,000 ---------------- 81 139,140
$200,000 up ----------------------- 82 -------

The surtax for any amount of surtax
net income not stated in round figures in
the tabie is computed by adding to the
surtax for the largest amount stated o
which is less than the surtax net income,
the surtax upon the excess over that
amount at the rate indicated in the table.
Accordingly, the surtax upon a surtax
net income of $63,128 would be $31,998.32,
computed as follows:
Surtax on $60,000 from table.... $29, 840. 00
Surtax on $3,128 at 69 percent. 2,158.32

Total --------------------- 31,998.32
SEC. 13. TAX ON cORPORATIoNS IN GENERAL

[as amended by sec. 201, Rev. Act 1939; see.
3 (a), Rev. Act 1940; sec. 101 (a), 2d Rev. Act
1940; sec. 103 (a), Rev. Act 1941; sec. 105 (a),
Rev. Act 1942].

(a) Definitions. For the purposes of this
chapter-

(1) Adjustec net income. The term "ad-
justed net income" means the net Income
minus the credit provided in section 26 (a),
relating to interest on certain obligations of
the United States and Government corpora-
tions.

(2) Normal-tax net income. The term
"normal-tax net income" means the adjusted
net income minus the credit for income sub-
ject to the tax imposed by Subchapter E of
Chapter 2 provided in section 26 (e) and
minus the credit for dividends received pro-

•vided in section 26 (b).
(b) Imposition of tax. There shall be

levied, collected, and paid for each taxable
yepar upon the normal-tax net income of every
corporation the normal-tax net income of
which is more than $25,000 (except a corpo-
ration subject to the tax imposed by section
14, section 231 (a), Supplement G. or Supple-
ment Q) whichever of the following taxes is
the lesser:

(1) General rule. A tax of 24 per centum
of the normal-tax net income; or

(2) Alternative tax (corporations woith nor-
mal-tax net income over $25,000 but not over
$50,000). A tax of $4.250, plus 31 per centum
of the amount of the normal-tax net income
in excess of $25,000.

(c) Exempt corporations. For corpora-
tions exempt from taxation under this chap-
ter. see section 101.

(d) Tax on personal holding companies.
For surtax on personal holding companies,
see section 500.

(a) Improper accumulation o1 surplus.
For surtax on corporations which accumulate
surplus to, avoid surtax on shareholders, see
section 102.

§ 29.13-1 Tax on corporations in gen-
eral. Section 13 imposes an income tax
on corporations in general the normal-
tax net income of which is more than
$25,000. Every such corporation is liable
to the tax imposed by such section, ex-
cept (a) corporations expressly exempt
from taxation under chapter 1 (see sec-
tion 101); (b) corporations subject to
tax under section 14, being (1) corpora-
tions having normal-tax net incomes of
not more than $25,000 and not coming
within the, provisions of subsection (c),
"(d), or (e) of such section 14, and (2)
foreign corporations engaged in trade or
business within the United, States; (c)

foreign corporations not engaged in
trade or business within the United
States (see section 231 (a)); (d) Insur-
ance companies (see Supplement G (sec-
tions 201 to 207, Inclusive)); and (e)
regulated investment companies (see
Supplement Q (sections 361 and 302)),

It makes no difference that a domestic
corporation subject to any tax Imposed
by section 13 may derive no income from
sources within the United States. The
tax imposed by section 13 is computed
upon the "normal-tax net income," that
Is, the adjusted net income minus the
credit provided in section 26 (e) for In-
come subject to the excess profits tax
imposed by subchapter E of chapter 2
and minus the credit for dividends
received provided in section 26 (b), relat-
ing to dividends received from a domestic
corporation.which is subject to taxation
under chapter 1 (85 percent of dividends
received, but not In excess of 85 percent
of the adjusted net income reduced by
the credit provided in section 26 (e) for
income subject to the excess profits tax
Imposed by subchapter E of chapter 2).
The "adjusted net income" of a corpora-
tion is the net Income as defined in sec-
tion 2rminus the credit provided In sec-
tion 26 (a), relating to Interest on cer-
tainobligations of the United States and
its instrumentalities.
' The tax imposed by section 13 is pay-
able upon the basis of returns rendered
by the corporations liable thereto, ex-
cept th:.t in some cases a tax is to be
paid at the source of the income (see
also sections 47, 52, 53, 144, and 235),
For what the term "corporation" in-
cludes and for the difference between
domestic and foreign corporations, see
section 3797 (a). For surtax on corpo-
rations generally, see § 29.15-1. For sur-
tax on personal holding companies, see
sections 500 to 511, inclusive, For sur-
tax on corporations improperly accu-
mulating surplus, see section 102. For
'treatment of capital gains and losses,
see section 117.

The manner of computing the tax im-
posed by section 13 depends upon the
amount of the corporation's normal-tax
net income. If the normal-tax net in-
come is more than $50,000, the tax is 24
percent of the normal-tax net In6ome.
If the normal-tax net income is more
than $25,000 and not more than $50,000,

'-the tax is $4,250 plus 31 percent, of the
amount in excess of $25,000.

This section may be Illustrated by the
following examples:

Example (1). The A Corporation, a do-
mestic corporation, which is not a bank Bil-
iate referred to in section 26 (d). has for
the calendar year 1042 a net income of
$130,000, including interest on United States
obligations (allowable as a credit under ece-
.tion 26 (a)) in the amount of" $10,000 and
dividends received (allowable as a credit
under section 26 (b)) in the amount of
$10,000. It also is entitled to a credit (allow-
able under section 26 (e)) for income sub-
ject to the excess profits tax imposed by sub-
chapter E,of chapter 2, in the amount of
$20,000. The corporation's tax under section
13 for the calendar year 1042 is $21,060, com-
puted as follows:
Net income --------------------- $130, 000
Less credit for interest on United

States obligations ---------- : 10,000

Adjusted net income --------- 120,000
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Less credit for dividends received

(85 percent of $10,000) --------- $8, 500

111,500
Less credit for income subject to

excess profits tax--..------------ 23,000

Normal-tax net income ------ 91, 500
Tax under section 13 (b) (1) (24

percent of $91,500) ------------ 21,960

Example (2). Assuming that the A Cor-
poration's normal-tax net income for 1942 is
$41,500, instead of $91,500, its tax under sec-
tion 13 for such year would be computed un-
der'section 13 (b) (2) and is $9,365, that is,
$4,250 plus $5,115 (31 percent of $16,500, the
excess of $41,500 over $25,000).

SEc. 14. Tsx oN SPECIAL CLASSES Or CORPO-
RATaoNs las amended by sec. 201, Rev. Act
1939; sec. 3 (b), Rev. Act 1940; see. 101 (b),
2d Rev. Act 1910; sec. 103 (b) (c), Rev. Act
1941; sees. 160 (b), 170 (b), Rev. Act 1942].

(a) Imposition of tax.. There shall be
levied, collected, and paid for each taxable
year upon the normal-tax net income of the
following corporations (in lieu of the tax Im-
posed by section 13) the tax hereinafter in
this section specified.

(b) Corporations with normal-tax net in-
comes of not more than $25,000. If the nor-
m2al-tax net income of the corporation Is not
more than $25,000, and If the corporation
does not come within one of the classes
specified In subsection (c), (d), or (e) of this
section, the tax shall be as follows:

Upon normal-tax net incomes not in ex-
cess of $5,000, 15 per centum.

$750 upon normal-tax net incomes of
$5,000, -and upon normal-tax net incomes In
excess of $5,000 and not in excess of $20,000,
17,per centum In addition of such excess.

$3,300 upon normal-tax net incomes of
$20,000, and upon normal-tax net incomes in
excess of- $20,00019 per centum In addition
of such excess.

(c) Foreign corporations. (1) In the case
of a foreign corporation engaged in trade or
business within the United States, the tax
shall be an amount equal to 24 per centum of
the normal-tax net income, regardless of the
amcunt thereof.

(2) In the case of a foreign corporation
not engaged in trade or business within the
United States, the tax shall be as provided
in section 231 (a).

(d) Insurance companies. In the case of
insurance companies, the tax shall be as
provided in Supplement G.

.(e) Regulated investment company. In
the case of a corporation subject to the tax
imposed by Supplement Q (relating to reg-
ulated investment companies), the tix shall
be as provided n such supplement.

(f) Exempt corporations. For corpora-
tions exempt from taxation under this chap-
ter, see section 101.

(g) Tax on personal holding companies.
For surtax on personal holding companies,
see section 500.

(h) Improper accumulation oj surplus.
For surtax on corporations which accumulate
surplus to avoid surtax on shareholders, see
section 102.

§ 29.14-1 Tax on special corpora-
tions. Section 14 and this section are
applicable with respect to taxable years
beginning after December 31, 1941. See
section 117 -as to the treatment of capi-
tal gains and capital loses.

Section 14 imposes an income tax upon
1) corporations having normal-tax net

incomes of not more than 25,000, and
(2) foreign corporations engaged in
trade or business within the United
States. The tax imposed by section 14
is in lieu of the tax imposed by section
13. Theotax is imposed upon the "nor-

mal-tax net Income i for the definition
of which see section 13 and § 29.13-1.
Corporations expressly exempt from
taxation under chapter 1 (see section
101) are not subject to the tax under
section 14.

As In the case of corporations subject
to the tax under section 13, it makes no
difference that a domestic corporation
subject to the tax imposed by section 14
may derive no Income from sources
within the United States. So, also, the
tax is payable upon the bas of returns
rendered by the corporations liable
thereto, except that in some cases a tax
is to be paid at the source of the income
(see also sections 47, 52, 53, 144, and 235).
For what the term "corporation" Includes
and for the difference between domestic
and foreign corporations, see section
3797 (a). For surtax on corporations
generally, see section 15 and § 29.15-1.
For surtax on personal holding compa-
nies, see sections 500 to 511, Inclusive.
For surtax on corporations improperly
accuniulating surplus, see section 102.

Section 14 (b) imposes a tax at gradu-
ated rate4 on corporations which do not
have normal-tax net Incomes of more
than $25,000 and which do not come
within one of the classes specified In sub-
section (c) (foreign corporations), (d)
(insurance companies), or (e) (regu-
lated investment companies) of section
14. The tax is the same whether or not
the corporation distributes any dividends
during the taxable year.

The following table shows the ncome
tax Imposed by section 14 (b) upon cer-
tain specified amounts of normal-tax
net Income. In each instance the first
figure of the normal-tax net income in
the normal-tax net-income column Is to
be excluded and the second figure in-
cluded. The percentage given opposite
applies to the excess of Income over the
first figure in the normal-tax net-income
column. -The last column gives the to-
tal tax on a normal-tax net income equal
to the second figure in the normal-tax
net-income column.
TAmL or Conr Anono p-couz TAx Usmmx ssmro:

14 (B)

Normal-tax net Income Pcrccnt Total tax

SZ.OW to$.0.............. I- I:- 17
i.00 to =5M.......... 12 orI

The tax under section 14 (b) for any
amount of normal-tax net income not
shown in the table is computed bv add-
ing to the tax for the largest amount
shown which is less than the normal-
tax net income, the tax upon the excess
over that amount at the rate indicated
in the table.

The following example illustrates the
computation of the tax imposed by sec-
tion 14 (b):

Example. The A Corporation. a domestIc
corporation, has for the calendar year 19.2
a net income of $28,000, including Interest
on United States obligations (allowable as
a credit under zection 2G (a)) In the amount
of $9.000. and dividends received (allowable
as a credit under section 26 (b)) in the
amount of $5,000. It is alzo entitled to a
credit (allowable under section 20 (o)) for
income subject to the excem profits tax n-

pczed by sutchapter E of chapter 2, in the
amount of C3,0ZO. T'Iis tax upon the cor-
poration under section 14 (b) 1s $1,839, com-
puted as follows:

Net Income ..... 23. 0co
W a credit for interest on United

States obllgatlon ....... 9,C00

Adjusted net income ...... 19,000
L--3 credit for dividends received

(85 percent of $5,000)______ 4.250

14,750
Less credit for income subject; to

exces-proflts _ 3,050

Normal-tax net income-..... 11,700

Tax on $5,000 at 15 percent-.... 750
Tax on $8,700 at 17 percent ..... 1,139

Total 1~....... . 1883

Section 14 (c) provides for a tax on
foreign corporations engaged in trade
or business within the United States
equal to 24 percent of the normal-tax
net income, regardless of the amount
thereof. In the case of foreign corpora-
tions not engaged in trade or business
within the United States, the tax is as
provided in section 231 (a). In the case
of insurance companies, the tax is as
provided in Supplement G (sections 201
to 207, inclusive). In the case of regu-
lated investment companies, the tax is
as provided In Supplement Q (sections
361 and 362).

SEC. 15. Susax oz conosxnoNs [as added
by rec. 201, Rev. Act 1940, ded amended by
seo. 101 (d). 2d Rev. Act 1940; sec. 104 (a),
Rev. Act 1941; sec. 105 (b), Rev. Act 19421.3

(a) Corporation surtax net income. For
the purposes of this chapter, the term "cor-
poratlon surtax met income" means the net
Income minus the credit for income subject
to the tax Imposed by Subchnpter E of Chap-
ter 2 provided In section 26 (e) and minus
the credit for dividends received provided in
section 26 (b) (copputed by limiting such
credit to 85 per centum of the net income
reduced by the credit for income subject to
the tax Imposed by Subchapter E of Chapter
2 n lieu of 85 per centum of the adjusted
net income so reduced), and minus, in the
casa of a public utility, the credit for divi-
dends paid on Its preferred stock provided in
sectlon 26 (h). For the pur3oss fthls sub-
section dividends received on the preferred
stock of a public utility shall be disregarded
In computing the credit for dividends re-
ceived provided in section 26 (b).

(b) Zmpozltion of tax. There shall be
levied, collected, and paid for each taxable
year upon the corporation surtax net income
of every corporation (except a Western
Hemisphere Trade Corporation as defined in
section 109. and except a corporation subject
to the tax imposed by section 231 (a), Sup-
plement G, or Supplement Q), a surtax as
follows:

(1) Surtaz net incomes not orer $25,000.
Upon corporation surtax net incomes not
over $25,000, 10 per centum of the amount
thereof.

(2) Surtax: net incomes orer $25,000 but
not ore $50,000. Upon corporation surtax
net incomes over $25,000, but not over $M0.-
00, $2,500, plus 22 per centum of the amount
of the corporation surtax net income over
$25,000.-

'The original section 15 of the Internal
Revenue Code was eliminated by section 201
of the Revenue Act of 1939, which amended
sections 13, 14. and 15 by enacting new sec-
tlons 13 and 14 lmpzzing taxes on the income
of corporations for taxable years b-ginnn.
after December 31, 1939.
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(3) Surtax net incomes over $50,000,
Upon corporation surtax net incomes over
$50,000, 16 per centum of the corporation
surtax net income.

§ 29.15-1 Surtax on corporations.
Section 15 imposes a surtax upon the
corporation surtax net' income of every
corporation, except (1) Western Hemis-
phere trade corporations (see section
109), (2) foreign corporations taxable
under section 231 (a), (3) insurance
companies (see Supplement G (sections
201 to 207, inclusive)), or (4) regulated
investment companies (see Supplement
Q (sections 361 and 362)).

The "corporation surtax net income"
of a corporation Is its net income minus
(1) the credit provided in section 26 (e)
for income subject to the excess-profits
tax imposed by subchapter E of chapter
2, (2) the credit provided in section 26 (b)
for dividends received, and (3) in the
case of a public utility, the credit pro-
vided in section 26 (h) for dividends paid
on its preferred stock. For the purposes
of determining the corporation surtax
net income, dividends received on the
preferred stock of a public utility must
be disregarded in computing the credit
provided in section 26 (b) for dividends
received. Also, for such purposes, such
credit Is limited to 85 percent of the
corporation's net income (reduced by the
credit provided in section 26 (e) for in-
come subject to the excess profits tax
imposed by subchapter E of chapter 2),
rather than to 85 percent of the adjusted
net income so reduced. The credit pro-
vided in section 26 (a) for interest re-
ceived on obligations of the United States
or its instrumentalities is not allowable
in computing corporation surtax net
income.

The rates of corporation surtax are as
follows:

(1) Upon corporation surtax net in-
comes of $25,000 or.less, 10 percent of
the amount thereof.

(2) Upon corporation surtax net in-
comes over $25,000 but not over $50,000,
$2,500, plus 22 percent of the amount of
such income in excess of $25,000.

(3) Upon corporation surtax net in-
comes of more ,than $50,000, 16 percent
of the entire amount thereof.

The computation of the surtax on cor-
porations may be illustrated by the fol-
lowing example:

Example. The A Corporation, a domestic
corporation which is not a public utility,
has for the calendar year 1942 a net income
of $86,000. The net income includes divi-
dends received from a corporation which is
not a public utility, in the amount of $9,000,
and dividends received from the preferred
stock of a public utility, in the amount of
$3,000. It also includes income subject to
the excess profits tax imposed by sui3cbapter
E of chapter 2, In the amount of $37.000.
The A Corporation's surtax for the calendar
year 1942 is $6,097, computed as follows:
Net income --------------------- $86, 000
Less credit for income subject to ex-

cess profits tax ---------------- 37,000

49,000
Less credit for dividends received (85

percent of $9,000) ---------------- 7,650

Corporation surtax net income --- 41,350

Tax ($2,500 plus 22 percent of $16,-
350, the excess of $41,350 over $25,-
000) ------------------------- ,., 097

COMPUTATION OF NET INCOME
SEc. 21. NET ncomes [as amended by sec.

210 (a), Rev. Act 1939].
(a) Definition. "Net income" means the

gross income computed under section 22,
less the deductions allowed by section 23.

(b) Cross references. For definition of
"adjusted net income" and "normal-tax net
income" see section 13.

§ 29.21-1 Meaning of net income.
The tax imposed by chapter 1 is upon in-
come. Neither income exempted by
statute or fundamental law, nor expenses
incurred in connection therewith, other
than interest, enter into the computation
of net income as defined by section 21.
(See section 24 (a) (5).) In the compu-
tation of the tax various classes of in-
come must be considered:

(a) Income (in the broad sense),
meaning all wealth which flows in to the
taxpayer other than as a mere return
of capital. It includes the forms of in-
come specifically described as gains and
profits;, including gains derived from the
sale or other disposition of capital assets.
Cash receipts alone do not always ac-
curately reflect income, for the Inter-
nal Revenue Code recognizes-s income-
determining factors other items, among
which are inventories, accounts receiv-
able, property exhaustion, and accounts
payable for expenses incurred. (See
sections 22, 23, 24, and 117.)

(b) Gross income, meaning income (in
the broad sense) less income which is by
statutory provision or otherwise exempt
from the tax imposed by chapter 1. (See
section 22.)

(c) Net income, meaning gross income
less statutory. deductions. The statu-
tory deductions are in general, though
not exclusively, expenditures, other than
capital expenditures, connected with the
production of income. (See sections 23
and 24.)

(d) Net income less credits. (See sec-
tions 25, 26, 27, and 28.)

The normal taxes and surtaxes. im-
posed on individuals and on corporations
are computed upon net income less cer-
tain credits. Although taxable net In-
come Is a statutory 'conception, it fol-
lows, subject to certain modifications as
to exemptions and as to deductions for
partial losses in some cases, the lines of
commercial usage. Sublect to these
modifications statutory net income is
commercial net income. This appears
from the fact that ordinarily it is to be
computed in accordance with the-method
of accounting regularly employed in
keeping the books of the taxpayer. (See
section 41.)

The net income of corporations is de-
termined in general in the same manner
as the net income of individuals, but the
deductions allowed corporations are not
precisely the same as those allowed in-
dividuals. (See sections 23, 24, 102, 118,
121, 122, 203, 204, 207, 208, 232, 336, and
sections 500 to 511, inclusive.)

Sma. 22. GRoss zNcosxa [as amended by
sees. 1, 3, Public Salary Tax Act 1939; sees.
215 (a), 219 (a), Rev. Act 1939; secs. 110 (a),
111 (a), 112 (a), 113, 114 (a) (b), 115 (a),
116 (a),, 117;"118 (a) (b), 119, 120 (a) (d),
127 (d), 134 (c), 162 (c), Rev. Act 1942; sec.
7 (a), Current Tax Payment Act 1943].

(a) General definitfon. "Gross income"
includes .gains, profits, and Income derived

from salaries, wages, or compensation for per-
sonal service (including personal service as an
officer or employee of a State, or any political
subdivision thereof, or any agency or instru-
mentality of any one or more of the forego-
Ing), of whatever kind and in whatever form
paid, or from professions, vocations, trades,
businesses, commerce, or sales, or dealings in
property, whether real or personal, growing
out of the ownership or use of or interest in
such property; also from interest, rent, divi-
dends, securities, or the transaction of any
business carried on for gain or profit, or gains
or profits and income derived from any
source m'hatever. In the case of Presidents
of the United States and judges of courts of
the United States taking office after Juno 6,
1932, the compensation received as such shall
be included in gross income; and all Acts fix-
ing the compensation of such Presidents and
judges are hereby amended accordingly. In
the case of judges of courts of the United
States who took office on or before Juno 6,
1932, the compensation received as such
shall be included in gross income.

§ 29.22 (a)-1 What included in gross
income. Gross income includes in gen-
eral compensation for personal and pro.
fessional services, business income, prof-
Its from sales of and dealings in prop.
erty, intelest, rent, dividends, and gains,
profits, and income derived from any
source whatever, unless exempt from tax
by law. (See sections 22 (b) and 116,)
In general, income Is the gain derived
from capital, from labor, or from both
combined, provided It be understood to
include profit gained through a sale or
conversion of capital assets. Profits of
citizens, residents, or domestic corpora-
tions derived from sales in foreign com-
merce must be Included in their gross in-
come; but special provisions are made for
nonresident aliens and foreign corpora-
tions by sections 211 to 237, inclusiveo
and, in certain cases, by section 251, for
citizens and domestic corporations do-
riving income from sources within pos.-
sessions of the United States. Incomo
may be In the form of cash or of prop-
erty.

If property Is transferred by a corpo-
ration to a shareholder, or by an em-
ployer to an employee, for an amount
substantially less than its fair market
value, regardless of whether the transfer
is in the guise of a sale or exchange, such
shareholder or employee shall include in
gross income the difference between the
amount paid for the property and the
amount of its fair market value to the
extent that such difference Is In the na-
ture of (1) compensation for services
rendered or to be rendered or (2) a dis-
tribution of earnings or profits taxable
as a divldend, as the case may be. In
computing the gain or loss from the sub-
sequent sale of such property Its basis
shall be the amount paid for the prop-
erty, increased by the amount of such
difference included in gross Income.
This paragraph does not apply, how-
ever, to the issuance by a corporation to
its shareholders of the right to sub-
scribe to Its stock, as to which so
§ 29.22 (a)-8.

The fact that a dividend is declared
shortly after the sale of corporate stock
and the sale price Is Influenced by the
expectation of the payment of a divi-
dend, does not make such dividend when
paid taxable to theyvendor asta divldend,
The amount advanced by the vendee to
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ihe vendor in contemplation of the next
'dividend payment is an investment of
capital and may not be claimed as a de-
duction from gross income. As to the
amount of income tax paid for a bond-
holder by the obligor pursuant to a so-
called tax-free covenant, see section
143 (a) (3). As to the determination of
gain or loss from the sale or other dispo-
sition of property, see sections 111 to 113,
inclusive. As to amounts received as
loans from the Commodity Credit Cor-
poration, see section 123. As to income
upon a recovery in respect of war losses,
see section 127 (c).

As to insurance companies and foreign
corporations, see sections 202, 204, 206,
207- and 231.

§ 29.22 (a)-2 Compensation for per-
sonal services. Commissions paid sales-
men, compensation for services on the
basis of a percentage of profits, com-missions on insurance premiums, tips,
pay of persons in the military or naval
forces of the United States, retired pay
of Federal and other officers, and pen-
sions or retiring allowances paid by the
United States (unless expressly exempt)
or by private persons are income to the
recipients; as are also marriage fees,
baptismal offerings, sums paid for saying
masses for the dead; and other contribu-
tions received by a clergyman, evange-
list, or religious worker for services ren-
dered. However, so-called p e n s i o n s
awarded by one to whom no services have
been rendered are mere gifts or gratui-
ties and are not taxable. The salaries
of Federal officers and employees are
subject to tax. Amounts deducted and
withheld pursuant to the Civil Service
Retiremeiit Act of May 29, 1930, 46
Stat. 468, 475, as amended (5 U.S.C.,
ch. 14), from the basic salary, pay, or
compensation of the employees in the
civil service of the United States are in-
cludible in gross income for the year in
which deducted and withheld. As used
in this section the term "Federal offi-
cers and employees" includes all judges
of courts of the United States irrespec-
tive of when they took office. Compen-
sation received for services rendered as
an officer or employee (including a mem-
ber of a legislative body and a judge or
officer of a court) of a State or any po-
litical subdivision thereof, or any agency
or instrumentality of any one or more of
the foregoing, is to be included in gross
income, regardless of the nature of the
office or employment.

The value of services need not be in-
cluded in gross income when rendered
directly and gratuitously to an organi-
zation described in section 23 (o).

"Where, however, pursuant to an agree-
ment or understanding services are ren-
dered to a person for the benefit of an
organization described in section 23 (o)
.and an amount for such services is paid
to such organization by the person to
whom the services -are rendered, the
amount so paid constitutes income to
the person performing the services even
though at the time of the agreement or
understanding the person making the
payment acknowledges his liability to
make payment to 'such organization.
The second sentence of this paragraph

No. 218----

shall not apply where such an agreement
or understanding has been entered into
prior to May 14, 1942 (the date of the
approval of Treasury Decision 5151).

§ 29.22 (a)-3 Compensation paid other
thtan in cash. If services are paid for
with something other than money, the
fair market value of the thing taken in
payment is the amount to be included
as income. If the services were ren-
dered at a stipulated price, in the ab-
sence of evidence to the contrary such
price will be presumed to be the fair
value of the compensation received. If
a corporation transfers to Its employees
its own stock as compensation for serv-
ices rendered by the employee, the
amount of such compensation to be in-
cluded in the gross income of the em-
ploy'ee is the fair market value of the
stock at the time of the transfer. If.
a person receives as compensation for
services rendered a salary and in addi-
tion thereto living quarters or meals, the
value to such person of the quarters and
meals so furnished constitutes income
subject to tax. If. however, living quar-
ters or meals are furnished to employees
for the convenience of the employer, the
value thereof need not be computed and
added to the compensation otherwise re-
ceived by the employe2s. The value of
quarters furnished t6 the commlzsionca
officers, chief warrant officers, warrant
officers, and enlisted persoftnel of the
Army, Navy, Coast Guard, Coast and
Geodetic Survey, and Public Health
Service, or amounts received by them as
commutation of quarters, are to be ex-
cluded from gross income. (See also
section 22 (b) (6).) Premiums paid by
an employer on policies of group life in-
surance covering the lives of his em-
ployees, the beneficiaries of which are
designated by the employees, are not in-
come to the employees. (See § 29.24-3.)

§ 29.22 (a) -.4 Compensation paid in
notes. Notes or other evidences of in-
debtedness received in payment for serv-
ices constitute income to the amount of
their fair market value. A taxpayer re-
ceiving as compensation a note regarded
as good for its face value at maturity,
but not bearing interest, shall treat as
income as of the time of receipt the fair
discounted value of the note at such
time. Thus, if It appears that such a
note is oi could be discounted on a 6 per-
cent basis, the recipient shall include
such note in his gross income to the
amount of Its face value less discount
computed at the prevailing rate for such
transactions. If the payments due on
a note so accounted for are met as they
become due, there should be included as
income in respect of each such payment
so much thereof as represents recovery
for the discount originally deducted.

§ 29.22 (a)-5 Gross income from busi-
ness. In the .case of a manufacturing,
merchandising, or mining business,
"gross income" means the total sales, less
the cost of goods zold, plus any income
from investments and from incidental
or outside operations or sources. In de-
termining the gross income subtractions
should not be made for depreciation, de-
pletion, selling expenses, or losses, or

for Items not ordinarily used In comput-
ing the cost of goods sold. But see § 29.23
(m)-I (f).

§ 29.22 (a)-6 State contracts. The
profit from a contract with a State or
political subdivision thereof must be in-
cluded in gross income. If warrants are
Issued by a city, town, or other political
subdivision of a State, and are accepted
by the contractor in payment for public
work done, the fair market value of such
warrants should be returned as income.
If for any reason the contractor upon
conversion of the warrants into cash does
not receive and cannot recover the full
value of the warrants so returned, he
may deduct from gross inconle for the
year in which the warrants are converted
into cash any loss sustained, and if he
realizes more than the value of the war-
rants so returned he should include the
excess in his gross income for the year
in which realized.

§ 29.22 (a)-7 Gross income of farm-
erc. A farmer reporting on the basis of
receipts and disbursements (in which no
inventory to determine profits is used)
shall include in his gross income for the
taxable year (1) the amount of cash or
the value of merchandise or other prop-
erty received during the taxable year
from the sale of live stack and produce
which were raised during the taxable
-year or prior years, (2) the profits from
the sale of any live stock or other items
which were purchased, and (3) gross in-
come from all other sources. The profit
from the sale of live stock or other items
which were purchased after February 23,
1913, is to be ascertained by deducting
the cost from the sales price in the year
in which the sale occurs, except that in
the case of the sale of animals purchased
as draft or work animals or solely for
breeding or dairy purposes and not for
resale, the profit shall be the amount of
any excess of the sales price over the
amount representing the difference be-
tween the cost and -the depreciation
theretofore allowed (but not less than
the amount allowable) in respect of such
propeity as a deduction in computing net
income.

In the case of a farmer reporting on
the accrual basis (in which an inven-
tory is used to determine profits), his
gross profits are ascertained by adding
to the inventory value of live stock and
products on hand at the end of the
year the amount received from the sale
of live stock and products, and miscel-
laneous receipts for hire of teams, ma-
chinery, and the like, during the year,
and deducting from this sum the in-
ventory value of live stock and prod-
ucts on hand at the beginning of the
year and the cost of live stock and prod-
ucts purchased during the year. In
such cases all live stock raised or pur-
chased for sale shall be included in the
inventory at their proper valuation de-
termined in accordance with the method
authorized and adopted for the purpose.
Also live stock acquired, for draft, breed-
ing, or dairy purposes and not for sale,
may be included in the inventory, in-
stead of being treated as capital assets
subject to depreciation, provided such
practice is followed consistently by the
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taxpayer. In case of the sale of any
live stock included in an inventory their
cost must not be taken as an additional
deduction in the return of income, as
such deduction will be reflected in the
inventory. (See § 29.22 (c)-6.)

In every case of the sale of machin-
ery, farm equipment, or other capital
assets purchased after February 28, 1913
'(which are not to be included in an in-
ventory If one is used to determine prof-
its) any excess over the cost thereof less
the amount of depreciation theretofore
allowed (but not less thati the amount al-
lowable) in respect of such property as a
deduction in computing net income, shall
be included as gross income. If farm
produce is exchanged for merchandise,
groceries, or the like, the market value
of the article received in exchange is
to be included in gross income. Rents
received in crop shares shall be returned
as of the year in which the crop shares
are reduced to money or the equivalent
of money. Proceeds of insurance, such
as hail and fire insurance on growing
drops, should be- included In gross in-
come to the amount received in cash
or its equivalent for the crop injured or
destroyed. If a farmer is engaged in
producing crops which take more than
a year from the time of planting to
the time of gathering and disposing,
the income therefrom may, with the
consent of the Commissioner (see § 29.-
41-2), be computed upon the crop basis;
but in any such cases the entire cost
of producing the crop must be taken
as a deduction for the year in which
the gross income from the crop is real-
ized.

As herein used the term "farm" em-
braces the farm in the ordinarily ac-
cepted sense, and includes stock, dairy,
poultry, fruit, and truck farms; also
plantations, ranches, and all land used
for farming operations. All individuals,
partnerships, or corporations that culti-
vate, operate, or manage farms for gain
or profit, either as owners or tenants, are
designated as farmers. A person culti-
vating or operating a farm for recrea-
tion or pleasure, the result of which is
a continual loss from year to year, is not
regarded as a farmer.

Form 1040F should be filled in and at-
tached to his income tax return by every
farmer who either keeps no records or
only records of cash receipts and dis-
bursements; its use is optional with other
farmers. (See further §§ 29.23 (a)-11,
29.23 (e)-5, and 29.23 ()-10.)

§ 29.22 (a)-8 Sale of 'stock and rights.
If shares of stock in a coiporation are
sold from lots purchased at different
dates or at different prices and the iden-
tity of the lots cannot be deterrmined,
the stock sold shall be charged against
the earliest purchases of such stock. In
the determination of the earliest pur-
chases of stock the rules prescribed in
paragraphs (1), (2), (3), (4), and (5)
of section 117 (h) (relating to the period
for which property has been held) shall
be applied. The excess of the amount
realized on the sale over the cost or other
basis of the stock will constitute gain.
With respect to the basis for determin-
ing gain or loss from the sale or other

disposition of stock acquired as a stock
dividend or the stock with respect to
which the stock dividend was acquired,
see §§ 29.113 (a) (19)-i and 29.113 (a)
(19)-2. If common stock is received as
a bonus with the purchase of preferred
stock or bonds, the total purchase price
shall be fairly apportioned between such
common stock and the securities pur-
chased for the purpose of determining
the portion of the cost attributable to
each class of stock or securities, but if
that should be impracticable in any case,
no profit on any subsequent sale of any
part of the stock or securities will be
realized until out of the proceeds of
sales shall have been recovered the total
cost.

Although the issuance by a corpo-
ration to its shareholders of rights to
subscribe to its stock may not under
section 115(f) give rise to taxible in-
come, gain may be derived or loss sus-
tained by the shareholder from the sale
of such rights. In the case of stock in
respect of which were acquired stock
subscription rights which did not con-
stitute income to the shareholders
within the meaming of the sixteenth
amendment to the Constitution, and in
the case of such rights, the following
rules are to be applied:
* (a) If the shareholder does not exer-
cise, but sells, his rights to subscribe, the
cost or other basis, properly adjusted,
of the stock in respect of which the
rights are acquird shall be apportioned
between the rights and the stock in pro-
portion to the respective values thereof
at the time the rights are issued, and
the basis for determining gain or loss
from- the bale of a right on one hand
or a share of stock on theother will be
the quotient of the cost or other basis,
properly adjusted, assigned to the rights
or the stock, divided, as the case may be,
by the number of rights acquired or by
the number of shares held.

Example. A taxpayer in 1937 purchased
500 shares of common stock at $125 a share,
and In 1942, by reason of the ownership of
such stock, acquired 500 rights entitling him
to subscribe to 100 additional shares of such
stock at $100 a share. Upon the issuance of
the rights each of the shares of stock In
respect of which the rights were acquired
had a fair market value of $120, and the
rights had a fair market value of $3 each. In-
stead of subscribing to the additional shares,
he sold the rights at $4 each. The profit is
computed as follows:
500 (shares)-X$125=$62,500, cost of old stock

(stock in respect of
which the rights were
acquired)

500 (shares) X$120=$60,000, market value of
old stock

500 (rights) X$3 =$1,500, market value of
rights

60,000 of $62,500=$60,975.61, cost of old
61,600 50 stock apportioned to

such stock
1,500

of $62,500=$1,524.39, cost of old61,500

stock apportioned to
rights

$2,000 (proceeds of sale of rights) less
$1,524.39 (cost of old stock apportioned to
rights) =$475.61; profit.

For the purpose_ of determining the gain
or loss from the subsequent sale of the stock

in respect of which the rights were acquired,
the adjdsted cost of each share Is $121.95--
that Is, 860,975.61-:500. "

(b) If the shareholder exercises his
rights to subscribe, the basis for deter-
mining gain or loss from a subsequent
sale of a share of the stock in respect of
which the rights were acquired shall be
determined as in paragraph (a). The
basis for determining gain or loss from
a subsequent sale of a share of the stock
obtained through exercising the rlghts
shall be determined by dividing the part
of the cost or other basis, properly ad-
justed, of the old shares assigned to the
rights, plus the subscription price of the
new shares, by the number of new shares
acquired

Example. A taxpayer In 1939 purchased
500 shares of common stock at $125 a share,
and in 1942, by reason of the ownership of
such stock, acquired 500 rights entitling him
to subscribe to 100 additional shares of such
stock at $100 a share. Upon the Issuance of
the rights each of the shares of stock In
respect of which the rights wero acquired had
a fair market value of $120, and the rights
bad a fair market value of $3 each. The tax-
payer exercised his rights to subscribe to the
additional shares and later sold one of suoh
shares for $140. The profit Is computed au
follows:'

$1,524.39 (cost of old stock apportioned to
rights pursuant to the computation In the
example under paragraph (a)) +810,000
(subscription price of additional shares) -o

,$11,524.39, basis for determining gain or loss
from sale of additional shares,

$11,524.39 -100=$115.24, basis for dotero
mining gain or loss from sale of eaoh share of
additional stock.

$140 (proceeds of sale of share of. addi-
tional stock) less $11624-=$24.76, profit,

The basis for determining the gain or loss
from subsequent sale of the stock in respect
of which the rights were acquired is $60,-
975.61-500, or $121.96 a share,

(c) If the stock In respect of which
the rights are acquired was purchased at
different times or at different prices and
the identity of the lots cannot be deter-
mined, or if the stock in respect of which
the rights are acquired was purchased
at different times or at different priceS
and the stock rights acquired In respect
of such stock cannot be Identified as
having been acquired in respect of any
particular lot of such stock, the basis for
determining the gain or loss from the
sale or other disposition of the old shares,
or the rights In cases In which the rights
are sold, or from the sale or other dis-
position of the old or new shares In cases
in which the rights are exercised, shall
be ascertained In accordance with the
principles laid down in § 29.113 (a)
(12)-i.

As to deductions foi losses from sales
or exchanges of stocks or bonds, In-
eluding losses from sales or exchanges
of rights to subscribe to stock, see § 29.23
(e)-l.

§ 29.22 (a)-9 Sale of patents and copy-
rights. A taxpayer disposing of patents
or copyrights by 'sale should determine
the gain or loss-arising therefrom by
computing the difference between tho
selling price and the cost or other basis(
with proper adjustment for depreciation,
as provided in §§ 29.111-1, 29.113 (a)
(14)-1, and 29.113 (b) (1)-1 to 29.113 (b)
(3)-2, inclusive.
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- § 29.22 (a)-lO Sale of go o d will.
Gain or loss from a sale of good will re-
sults only when the business, or a part
of It, to which the good will attaches Is
sold, in which case the gain or loss will
be determined by comparing the sale
price with the cost or other basis of the
assets, including good *11. (See
§§ 29.111-1, 29.113 (a) (14)-1 and 29.113
(b) (1)-1 to 29.113 (b) (3)-2, inclusive.)
If specific payment was not made for
good will, there can be no deductible loss
with respect thereto, but gain may be
realized from the sale of good will built
up through expenditures which have"
been currently deducted. It is imma-
terial that good will may never have
been carried on the books as an asset,
but the burden of proof is on the tax-
payer to establish the cost or other basis
of the good will sold.

§ 29.22 (a)-ll Sale of real property
in lots. If a tract of land is purchased
with a view to dividing it into lots or
parcels of ground to be sold as such, the
cost or other basis shall be equitably ap-
portioned Io the 'several lots or parcels
and made a matter of record on the
books of the taxpayer, to the end that
any gain derived from the sale of any
such lots or parcels which constitutes
taxable income may be returned as in-
come for the year in which the sale is
made. This rule contemplates that there
will be gain or loss on every lot or parcel
sold, and not that the capital in the en,
tire tract may be recovered before any
taxable income shall be returned. The
sale of each lot or parcel will be treated
as a separate transaction, and gain or
loss computed accordingly.

§ 29.22 (a)-12 Annuities and insur-
ance policies. Annuities paid by relig-
ious, charitable, and educational corpor-
ations under an annuity contract are, in
general, subject to tax to the same extent
as annuities from other sources paid
under similar contracts. (See section
22 (b) (2) and § 29.22 (b) (2)-2.) An an-
nuity charged upon devised land is tax-
able to the donee-annuitant to the extent
it becomes payable out of the rents or
other income of the land, whether or not
it is a charge upon the income of the
land. (See section 22 (b) (3) and
§ 29.22 (b) (3)-1. As to certain cases in
which an annuity charged upon devised
land is taxable in full to a spouse upon
divorce or legal separation, see section
22 (k). In such case the devisee is not
required to return as gross income the
amount of rent or other income paid to
the annuitant, and he is not entitled to
deduct from his gross income any sums
paid to the annuitant. Amounts re-
ceived as a return of premiums paid
under life insurance, endowment, or an-
nuity contracts, and the so-called "divi-
dend" of a mutual insurance company
which may be credited against the cur-
rent premium, are -not subject to tax.

§-29.22 (a)-13 Cancellation of indebt-
edness-(a) In general. The cancella-
tion of indebtedness, in whole or in part,
may result in the realization of "-icome.
If, for example, an individual performs
services for a creditor, who in consider-
ation thereof cancels the debt, income in

the amount of the debt Is realized by
the debtor, as compensation for his ser-
vices. A taxpayer realizes income by the
payment or purchase of his obligations
at less than their face value. (See § 29.-
22 (a)-17.) In general, if a shareholder
in a corporation which is Indebted to him
gratuitously forgives the debt, the trans-
action amounts to a contribution to the
capital of the corporation to the extent
of the principal of the debt.

For exclusion from gross income of in-
come attributable to discharge of indebt-
edness of certain corporations, see § 29.22
(b) (9)-1. For exclusion from gross in-
come attributable to discharge of n-
debtedness of railroad corporatids in
certain judicial proceedings, see § 29.22
(b) (10)-1.

(b) Proceedings under Bankruptcy
Act. Income is not realized by a tax-
payer by vIrtue of the discharge, under
section 14 of the Bankruptcy Act, as
amended, of his indebtedness as the re-
sult of an adjudication In bankruptcy, or
by virtue of an agreement among his
creditors not consummated under any
provision of the Bankruptcy Act, as
amended, if immediately thereafter the
taxpayer's liabilities exceed the value of
his assets. Furthermore, income Is not
realized in any case by a taxpayer In the
case of a cancellation or reduction of his
indebtedness under:

(1) A plan of corporate reorganization
confirmed under either section 77B or
Chapter X of the Bankruptcy Act, as
amended;

(2) A composition agreement con-
firmed under either section 12 or 74 of
the Bankruptcy Act, as amended;

(3) An "arrangement" or a "real
property arrangement" confirmed under
Chapter XI or XII, respectively, of the
Bankruptcy Act, as amended; or

(4) A "wage earner's plan" confirmed
under Chapter XI of the Bankruptcy
Act, as amended.

If, however, such plan of corporate
reorganization or agreement of compo-
sition referred to In (1) to (4) above had
for one of its principal purposes the
avoidance of nconae tax, the cancella-
tion or reduction of indebtedness, under
such plan or agreement confirmed un-
der section 12, 74, or 77B or under
Chapter X, X, XII, or XIII of the Bank-
ruptcy Act, as amended, may result In
the realization of income.

For adjustment of basis of certain
property in the case of cancellation or
reduction of indebtedness required by
the Bankruptcy Act, as amended, see
§§ 29.113 (b) Mi)-2 and 29.113 (b) 1)-3.

§ 29.22 (a)-14 Creation of sinking
fund by corporation. If a corporation, in
order solely to secure the payment of Its
bonds or other indebtedness, places
property in trust or sets aside certain
amounts In a sinking fund under the
control of a trustee who may be author-
ized to invest and reinvest such sums
from time to time, the property or fund
thus set aside by the corporation and
held by the trustee is an asset of the cor-
poration, and any gain arising there-
from is income of the corporation and
shall be included as such in its gross
Income. -

§ 29.22 (a)-15 Acquisition or disposi-
tion by a corporation of its own capital
stock. Whether the acquisition or dis-
position by a corporation of shares of its
own capital stock gives rise to taxable
gain or deductible loss depends upon the
real nature of the transaction, which is
to be ascertained from all its facts and
circumstances. The receipt by a cor-
poration of the subscription price of
shares of its capital stock upon their
original issuance gives rise to neither
taxable gain nor deductible loss, whether
the subscription or Issue price be in ex-
cess of, or less than, the par or stated
value of such stock.

But if a corporation deals in its own
shares as It might in the shares of an-
other corporation, the resulting gain or
loss is to be computed in the same man-
ner as though the corporation were deal-
ing in the shares of another.' So also if
the corporation receives its own stocks as
consideration upon the sale of property
by It, or in satisfaction of indebtedness
to It, the gain or loss resulting is to be
computed In the same manner as though
the payment had been made in any other
property. Any gain derived from such
transactions is subject to tax, and any
loss sustained is allowable as a deduction
where permitted by the provisions of the
Internal Revenue Code.

§ 29.22 (a)-16 Contributions to cor-
poration by shareholders. If a corpora-
tion requires additional funds for- con-
ducting its business and obtains such
needed money through voluntary pro
rata payments by Its shareholders, the
amounts so received being credited to its
surplus account or to a special capital
account, such amounts will not be con-
sidered income, although there is no in-
crease in the outstanding shares of stock
of the corporation. The payments under
such circumstances are In the nature of
voluntary assessments upon, and repre-
sent an additional price paid for, the
shares of stock held by the individual
shareholders, and will be treated as an
addition to and as a part of the operat-
ing capital of the company. (See
§§ 29.22 (a)-13 and 292--2.)

§ 29.22 (a)-17 Sale and purchase by
corporation of its bonds. (a) (I) If
bonds are issued by a corporation at
their face value, the corporation realizes
no gain or loss. (2) If the corporation
purchases any of such bonds at a price
In excess of the Issuing price --r face
value, the excess of the purchase price
over the Issuing price or face value is a
deductible expense for the taxable year.
(3) If, however, the corporation pur-
chases any of such bonds at a price less
thalh the issuing price or face value, the
excess of the issuing price or face value
over the purchase price Is gain or in-
come for thErtaxable year.

(b) (1) f, subsequent to February 28,
1913, bonds are issued by a corporation
at a premium, the net amount of such
premium Is gain or income which should
-be prorated or amortized over the life of
the bonds. (2) If the corporation pur-
chases any of such bonds at a price in
excess of the issuing price minus any
amount of premium already returned as
income, the excess of the purchase price
over the issuing price minus any amount
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f premium already returned as income
or over the face value plus any amount

V f premium not yet returned as Income)
a deductible expense for the taxable

ear. (3) If, however, the corporation
urchases any of such bonds at a price
ess than the issuing price minug any

hmount of premium already returned as
ncome, the excess of the issuing price,
ninus any amount of premium already

returned as income (or of the face value
Plus any amount of premium Aot yet
returned as income), over the purchase
Prlce is gain or income for the taxable
Vear.

(c) (1) If bonds are issued biy a cor-
poration at a discount, the net amount
of such discount is deductible and should
be prorated or amortized over the life
of the bonds. (2) If the corporation
purchases any of such bonds at a price
in excess of the issuing price plus any
amount of discount already deducted,
the excess of the purchase price over
the issuing price plus any amount of dis-
count already deducted (or over the face
value minus any amount of discount not
yet deducted) Is a deductible expense
for the taxable, year. (3) If, however,
the corporation purchases any of such
bonds at a price less than the issuing
price plus any amount of discount al-
ready deducted, the excess of the issuing
price, plus any amount of discount al-
ready deducted (or of the face value
minus any amount of discount not yet
,deducted), over the purchase price is
gain or income for the taxable year.

(d) (1) If bonds were issued by a cor-
poration prior to March 1, 1913, at a
premium, the net amount of such pre-
mium was gain or income for the year
In which the bonds were issued and
should not be prorated or amoitized over
the life of the bonds. (2) If the cor-
poration purchases any of such bonds
at a price in excess of the face value of
the bonds, the excess of the purchase
price over the face value is a deductible
expense for the taxable year. (3) if,
however, the corporation purchases any
of such bonds at a, price less than the
face value, the excess of the face value
over the purchase price is gain or in-
come for the taxable year.

For exclusion from gross income of
income attributable to discharge of in-
debtedness of certain corporations, gee
§ 29.22 (b) (9)-1. For exclusion from
gross Income of income attrib~utable to
dischafge of indebtedness of railroad
corporations in certain judicial proceed-
ings, see § 29.22.(b) (10)-1.

§ 29.22 (a)-18 Sale of capital assets by
corporation. If property is acquired and
later sold for an amount in excess of the
cost or other basis, the gain on the sale
is income. If, then, a corporation sells
Its capital assets in whole'or in part, it
shall include in its gross income for the
year in NWhich the sale was made the
gain from such sale, computed as pro-
vided in sections 111 to 113, inclusive.
If the purchaser takes over all the assets
and assumes the liabilities, the amount
so assumed is part of the selling price.

§ 29.22 (a)-19 Income to lessor cor-
poration from leased property. If a cor-

poration has leased its property in con-
sideration that the lessee shall pay in
lied of other rental an amount equiva-
lent to a certain rate of dividend on the
lessor's capital stock or the interest on
the lessor's outstanding indebtedness, to-
gether with taxes, insurance, or other
fixed charges, such payments shall be
considered rental payments and shall
be returned by the lessor corporation as
income, notwithstanding the fact that
the dividends and interest are paid by
the lessee directly to the shareholders
and b6ndholders of the lessor. The fact
that a corporation has conveyed or let its
property and has parted with its man-
agement and control, or has ceased to
engage in the business for which it was
originally organized, will not relieve it
from liability to the tax. While the pay-
nents made by the lessee directly to the
bondholders or shareholders of the lessor
are rentals as to both the lessee and lessor
(rentals paid in one case and rentals
received in the other), to the bondhold-
ers and the slireholders such amounts
are interest and dividend payments re-
ceived as from the lessor and as such
shall be accounted for in their returns.

§ 29.22 (a)-20 Gross income of cor-
poration in liquidation. When a cor-
poration is dissolved, its affairs are usu-
ally wound up by a receiver or trustees
in dissolution. The corporate existence
is continued for the purpose of liquidat-
ing the assets and paying the debts, and
such receiver or trustees stand in the
stead of the corporation for such pur-
poses. (See sections 274 and 298.) Any

-sales of property by them are to be
treated as if made by the corporation
for the purpose of ascertaining the gain
or loss. No gain or loss is realized by a
corporation from the mere distribution
of its assets in kind 'in partial or com-
plete liquidation, however they may have
appreciated or depreciated in value since
their acquisition. But see section 44 (d)
and § 29.44-5. (See further § 29.52-2.)

ISEc. 22. Gsoss iNcom--as amended by
sees. 1, 3, *Public Salary Tax Act 1939; sees.
215 (a), 219 (a), Rev. Act 1939; sees. 110 (a),
111 (a), 112 (a), 113, 114 (a) (b), 115 (a),
116 (a), 117, 118 (a) (b), 119, 120 (a) (d),
127 (d), 134 (c), 162 (c), Rev. Act 1942; see.
7 (a), Current Tax Payment Act 1943.]

(b) Exclusions from 9'ross income. The
following items shall not be included in gross
income and shall be exempt from taxation
under this chapter:

§ 29.22 (b)-I Exemptions; exclusions
from gross income. Certain items of in-
come specified in section 22 (b) are ex-
empt from tax and may be excluded from
gross income. These items, however,
are exempt only to the extent and in the
amount specified. No other items are
exempt from gross income except (1)
those items of income which are, under
the Constitution, not taxable by the Fed-
eral Government; (2) those Items of in-
come which are exempt from tax on in-
come under the provisions of any Act
6f Congress still in effect; and (3) the
income exempted under the provisions of
section 116. Since the tax is imposed
on net incone, the exemption referred
to above is not to be confused with the
deductions allowed by section 23 and

other provisions of the Internal Revenue
Code to be made from gross Income In
computing net Income. As to other
Items not to be Included In gross income,
see sections 22 (k), 112, 119, 127 (c), and
171 and Supplements G, H, I, and J (sec-
tions 201 to 252, Inclusive). Section
607 f) of the Merchant Marine Act of
1936, as amended by section 28 of the
Act of June 23, 1938 (52 Stat. 961), and
changed to section 607 (h), reads as fol-
lows:

(h) The earnings of any contractor receiv-
ing an operating-differential subsidy under
authority of this Act, which are deposited
in the contractor's reserve funds as pro-
vided in this section, except earnings with-
drawn from the special reserve funds and
paid into the contractor's general funds or
distributed as dividends or bonuses as pro-
vided In paragraph 4 of subsection (o) of
this section, shall be exempt from all Fed-
eral taxes. Earnings withdrawn from such
special reserve fund shall be taxable as if
earned during the year of withdrawal from
such fund.

[SEC. 22. GRoss zucoME-as amended by
sees. 1, 3, Public Salary Tax Act 1939; secc.
215 (a), 219 (a), Rev. Act 1939; sees, 110 (a),
111 (a), 112 (a), 113, 114 (a) (b), 116 (a),
116 (a), 117, 118 (a) (b), 119, 120 (a) (d),
127 (d), 134 (c), 162 (c), Rev. Act 1942; coo.
7 (a), Current Tax Payment Act 1943.]

[ (b) Exclusions from gross incomc -Tho
following items shall not be included In gross
income and shall be exempt from taxation
under this chapter:]

(1) Life insurance. Amounts received un-
der a life insurance contract paid by reason
of the death of the Insured, whether in a
single sum or otherwise (but If such amounts
are held by the insurer under an agreement
Io pay interest thereon, the Interest pay-
ments shall be included In gross Income);

§ 29.22 (b) (1)-i Life in surance;
amounts paid by reason of the death o1
the insured. The proceeds of life Insur-
ance policies, paid by reason of the death
of an insured to his estate or to a bene-
ficiary (individual, partnership, or cor-
poration), directly or in trust, are ex-
cluded from 'the gross income of the
beneficiary, except in the case of certain
transferees as provided In § 29.22 (b)
(2)-3 and in the case of a spouse to
whom such payments are income under
section 22 (k). If, however, such pro-
ceeds are held by the Insurer under an
agreement to pay Interest thereon, the
interest payments must be included in
gross Income. In the case of a bene-
ficiary to whom payments are made In
installments pursuant to an option exer-
cised by such beneficiary, the amount
exempted is the" amount paydble Imme-
diately- after the death of" the insured
had such beneficiary not elected to exer-
cise an option t6 receive the proceeds of
the policy.or any part thereof at a later
date or tates. In any mode of settle-
ment pursuant to an agreement of the
insurer with a beneficiary the portion of
each distribution which Is to be Included
in gross income shall be determined as
follows:

(a) Proceeds held by the insurer. X
the pr6ceeds are held by the Insurer un-
der an agreement with a beneficlary to
distribute either the Increment to such
proceeds currently, or the proceeds and
increment in equal Installments until
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both are exhausted, ther& shall be in-
cluded in gross income, the increment so
paid to the beneficiary, or so credited to
the fund in each year by the insurer.

(b) Proceeds payable in installments
for a ftxed number of years. If, pursuant
to such an agreement, the proceeds are
payable in installments for a fixed num-
ber of years, the amount that would have
been payable by the insurance company

-immediately upon the death of the in-
sured (if payment at a later date had
not been provided for) is to be divided
by the total number of installments pay-
able over the fixed number of years for
which payment is to be made, and the
quotient represents the portion of each
installment to be excluded from gross
income. The amount of each install-
ment in excess .of such excluded portion
is to be included in gross income. For
example, if, at the insured's death,
$1,000 would have been payable in a
single installment, but 10 equal annual
payments are made in lieu thereof, the
portion ofthe installment received dur-
ing any taxable year to be excluded from
gross income is $100 ($1,000 divided by
10). Any amount received as an install-
ment in excess of $100 is to be included
in gross income.

If the proceeds are payable in install-
ments to a spouse who was divorced or
legally separated from the insured under
a court decree, such proceeds are to be
excluded from the income of such spouse
to the extent provided in the preceding
paragraph only if not required to be in-
cluded in her gross income under section
22 (W), relating to alimony income.
Thus, if under the terms of a divorce
decree, an insurance policy upon the life
of the husband is to be purchased by him
to provide a principal sum of $10,000
payable upon his death in 10 annual
installments, with interest, to his di-
vorced wife, the full amount of such in-
stallments received by the wife, includ-
ing the interest, is to be included in her
income. See further section 22 (b) (2),
section 22 (k), § 29.22 (b) (2)-4, and
§ 29.22 (k)-1.

(c) Proceeds payable in installments
during the life of the beneficiary. If,
pursuant to such an agreement, the pro-
ceeds are payable in installments during
the life of the beneficiary the amount of
each installment that is to be included
in gross income will be determined as
in paragraph (b) of this section, except
that the number of years to be used in
the -specified computation will be de-
termined by. the life expectancy of the
beneficiary, as calculated by the table
of mortality used by the particular in-
surance company in determining the
amount of the annuity.

(d) Proceeds payable for a fixed num-
ber of years and for continued life. If,
pursuant to such an agreement, the pro-
ceeds are payable in installments for a
fixed number of years and for continued
life, the amount of each installment that
is to be included in gross income will
be determined either as provided in
paragraph (b) of this section if th
fixed number of years for which payment
is to be made exceeds the life expectancy,
of the beneficiary, as calculated by thO

table of mortality used by the particular
insurance company in determining the
amount of the annuity; or, as provided
in paragraph (c) of this section if such
life expectancy exceeds the specified
fixed period.

If a mode of settlement pursuant to
such an agreement has been in effect
prior to the first taxable year which be-
gins after December 31, 1933 (or after
December 31, 1935, In the case of a mode
of settlement described in paragraph
(d) of this section), the entire amount
received and excluded from gross in-
come in such prior years shall be de-
ducted from the proceeds payable upon
the death of the insured; the remainder
shall be divided by the number of In-
stallments unpaid at the beginning of
such taxable year (whether over the re-
maining portion of the fixed period or
over the life expectancy as of that date,
depending on the mode of settlement
adoptdd) ; and that quotient shall be the
excludible portion of each installment.
As soon as the aggregate of the amounts
received and excluded from gross in-
come under the methods of computation
provided for in this section equals the
amount of the proceeds payable upon
the death of the insured, the entire
amount received thereafter in each tax-
able year must be included In gross
income

[SEC. 22. GRaOss n co---- amended by
secs. 1, 3, Public Salary Tax Act 1939; cecs.
215 (a). 219 (a). Rev. Act 1939; cec. 110 (a),
111 (a), 112 (a),'113, 114 (a) (b), 115 (a).
116 (a), 117, 118 (a) (b), 119, 120 (a) (d).
127 (d), 134 (c), 162 (c), Rev. Act 1942; ccc.
7 (a), Current Tax Payment Act 1943.]

[(b) Exclusions from gross income. The
following items shall not be included in
gross income and shall be exempt from taxa-
tion under this chapter:]

(2) Annuities, etc - (A) In general.
Amounts received (other than amounts paid
by reason of the death of the. Insured and
interest payments on such amounts and
other than amounts received as annuitie)
under a life insurance or endowment con-
tract, but if such amounts (when added to
amounts received before the taxable year
under such contract) exceed the aggregato
premiums or consideration paid (whether or
not paid during the taxable year) then the
excess shall be included in gros3 income.
Amounts received as an annuity under an
annuity or endowment contract shall be in-
cluded in groms income; except that there
shall be excluded from gro:s income the
excess of the amount received in the taxable
year over an amount equal to 3 per centum
of the aggregate premiums or consideration
paid for such annuity (whether or not paid
during such year), until the aggregate
amount excluded from gross income under
this chapter or prior income tax las in.
respect of such annuity equals the agregato
premiums or consideration paid for such an-
nuity. In the case of a transfer for a valu-
able consideration, by a"signment or other-
wise, of a life Insurance, endowment, or
annuity contract, or any interest therein.
only the actual value of such consideration
and the amount of the premium and other
sums subsequently paid by the transferee
shall be exempt from taxation undtr para-
graph (1) or this paragraph. 'The preced-
ing sentence shall not apply in the case of
such a transfer if such contract or interest
therein has a basis for determining gain or
loss In the bands of a transferee deter-
mined in whole or in part by reference to
much basis of such contract or interest therein

in the hands of the transferor. This sub-
paragraph and paragraph (1) shall not apply
with respect to so much of a payment under
a life insurance, endowment, or annuity con-
tract or any interest therein, as, under sac-
ton 22 (k), is includible in gross income;
(B) Employees' annuitier. If an annuity

contract is purchas-d by an employer for an.
employee under a plan with respect to which
the employer's contribution Is deductible
under section 23 (p) (1) (B), or If an an-
nuity contract is purchased for an employee
by an employer exempt under section I01 (6).
the employee shall include n his income the
amounts received under such contract for
the year received except that If the employee
paid any of the consideration for the an-
nuity, the annuity shall be included in his
income as provided in subparagraph (A) of
this paragraph, the consideration for such
annuity being considered the amount con-
tributed by the employee. In all other cases,
if the employee's rights under the contract
are nonforfeltable except for failure to pay
future premiums, the amount contributed
by the employer for such annuity contract on
or after such rights become nonforfeltable
shall be included in the income of the em-
Ploye6 in the year in which the amount is
contributed, which amount together w;Ith
any amounts contributed by the employee
shall constitute the consideration paid for
the annuity contract in determining the
amount of the annuity required to be in-
cluded in the income of the employee under
subparagraph (A) of this paragraph.

§ 29.22 (b) (2)-1 Life insurance; en-
doUment contracts; amounts paid other
than by reason of the death, of the in-
sured. Amounts received under a life
insurance or endowment policy (other
than amounts paid by reason of the
death of the insured, interest-payments
on such amounts, amounts received as
annuities, and amounts of periodic pay-
ments included in gross income under
section 22 (k)) are not taxable until the
aggregate of the amounts so received
(when added to the amounts received be-
fore the taxable year under such policy)
exceeds the aggregate premiums or con-
sideration paid, whether or not paid dur-
ing the taxable year.

§ 29.22 (b) (2)-2 Annuities. Amounts
received as an annunity under an an-
nunity or endowment contract include
amounts received in periodical install-
ments, whether annually, semiannually,
quarterly, monthly, or otherwise, and
whether for a fixed period, such as a
term of years, or for an indefinite period,
such as for life, or for life and a guar-
anteed fixed period, and which install-
ments are payable or may be payable
over a period longer than one year.
Such portion of each installment pay-
ment of an annuity (where the whole
payment is not required to be included
in income under section 22 (k)) shall be
included in gross income as is not in
excess of 3 percent of the aggregate
premiums or Consideration paid for such
annuity, whether or not paid during the
taxable year, divided by 12 and multi-
plied by the number of months in respect
of which the installment is paid. As
soon as the aggregate of the amounts
received and excluded from gross n-
come equals the aggregate premiums or
consideration paid for such annuity, the
entire amount received thereafter in
each taxable year must be included in
gross income. Annuities paid to retired
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employees pursuant to the Civil Service
Retirement Act of May 29, 1930, 46 Stat.
468, 475, as amended (5 U. S. C., 1940
ed., ch. 14), are subject to section 22 (b)
(2), the aggregate premiums or consid-
eration paid for such annuities being the
total of the amounts previously with-
held from the compensation of the em-
ployees.

The provisions of this section may be
Illustrated by the following examples:

Example (1). A bought In 1939, for
$50,000 consideration, a life annuity, payable
in annual installments of $5,000. For the
calendar year 1942 he-would be required to
inqlude in gross income $1,500 of the $5,000
received during that year (3 percent of
$50,000), $3,500 being exempt. If A should
'live long enough to-receive as exempt $50,000,
then all amounts he receives thereafter under
the annuity contract would be included in-
gross income.

Example (2). A bought an annuity on
October 1, 1942, paying $100,000 as considera-
tion therefor. The annuity amounts to $7,824
a year, payable in semiannual installments
of $3,912, and on December 1, 1942, A received
$1,301, the first payment under the contract
being -for a 2-month period. A shall include
in his gross income for the calendar year
1842 the sum of $500, being 3 percent of
$100,000 (the consideration paid) divided by
12 and multiplied by 2 (the number of
months in respect of which the installment
was paid).

Example (3). A bought an increasing an-
nuity on August 1, 1942, paying $40,000 as
consideration therefor. The annuity amounts
to $1,000 a year for the first 'year, $2,000 a
year for the second year, and $3,000,a year
thereafter, payable in quarterly installments.
A received the first quarterly Installment on
November 1, 1942, amounting to $250. A shall
include In his gross income for the calendar
year 1942 the sum of $250, being such portion
of the Installment as is not in excess of 3
percent of $40,000 (the consideration 'paid)
divided by 12 and multiplied by 3 (the num-
ber of months in respect of which the in-
stallment was paid).

§ 29.22 (b) (2)-3 Transfers of life in-
surance, endowment, or annuity con-
tracts. In the case of a transfer for a
valuable consideration, by assignment or
otherwise, of a life insurance, endow-
ment, or annuity contract, or any in-
terest therein, to which section 22 (b)
(1) or (2) (A) applies, only the actual
value of the consideration given for such
transfer and the amount of the premiums
and other sums subsequently paid by the
transferee shall beexcluded from gross
Income, in lieu of the amounts provided
in § 29.22 (b) (1)-1, 29.22 (b) (2)-1, or
29.22 (b) (2)-2, to be excluded with re-
spect to payments under such life in-
surance, endowment, or annuity con-
tract. In the event of such a transfer
(other than to the insured), the rule
stated in the preceding sentence trans-
forms the exemption applicable under
section 22 (b) (1) or (2) (A) from that
determined ,as in the case of the insured
or-person to whom the policy was'origi-
nally issued to an exemption determined
as in the case of a transferee for a valu-
able consideration. The exemption ap-
plicable in the case of a transferee with-
out valuable consideration or a donee
beneficiary is determined in accordance
with the rule *applicable in the case of
its last transferor or last owner of the
policy, For the purpose of determining
gross income in the case of a transfer of

a life insurance, endowment, or annuity
contract or any interest therein, if such
contract or. interest therein has a basis
for determining gain or loss in the hands
of the transferee determined, in whole
or in part, by reference to such basis of
such contract or interest therein In the
hands of the transferor, the rule stated
in the first sentence of this section shall
not apply as to such trdnsfer, and the
rule applicable under section 22 (b) (1)
or (2) (A) to a transferee without valu-
able consideration (as stated in th pre-
ceding sentence) shall apply as if the
transfer from such transferor to such
transferee were without valuable con-
sideration. Thus, where a corporation
acquires a life insurance policy from a
predecessor corporation in a tax-free re-
organization, if the proceeds received-
under the policy by reason of the death

-of the insured would be exempt from
taxation in the hands of the transferor,
such proceeds received by reason of the
death of the insured will be exempt from
taxation in the hands of the transferee,
because the basis is determined with ref-
erence to the basis in the hands of the
transferor.

The following examples illustrate the
application of the provisions of this sec-
tion:

Example (1). The A. Corporation procures,
for a single premium of $500, an insurance
policy in the face amount of $1,000 upon
the life of X, one of its officers, naming the
A Corporation as benefllary. If X dies dur-
ing the time the policy is held by the cor-
poration, the proceeds of the policy paid by
reason of the death of X will be tax-free to
the corporation. If the A Corporation trans-
fers the policy to the B Corporation for a
valuable consideration (for example, $600 in
cash, and not pursuant to a tax-free ex-
change or reorganization), the proceeds paid
to the B Corporation by reason of the death
of X would be taxable to the extent of $400
($1,000 minus $600). Similarly, if, before
the death of X, the B Corporation had trans-
ferred the policy to the C Corporation In a"
tax-free reorganization, the proceeds in the
hands of the C Corporation would be taxable
to the extent of $400, since $600, the con-
slderAtlon paid by Corporation B for the
transfer, would be exempt.

Example (2). In 1922, Y took out an annual
premium 20-year endowment policy having
a maturity value of $20,000. After payment
of premiums totaling $5,500, Y assigned the
policy to the 3 Corporation for a consider-
ation of $4,000. If the If Corporation held
the policy and paid the premiums thereon,
the $20,000 xecelved upon maturity of the
policy (while A Is still alive) would be In-
cludible in the income of the Mf Corporation,
except to the extent of the $4,000 consider-
ation paid by it and the premiums which it
paid after the transfer. If, prior to the ma-
turity of the policy, the M Corporation trans-
ferred its assets, including the policy, to the
N Corporation in a tax-free exchange for the
stock of the N Corporation and the N Cor-
poration held the policy until maturity
(1942), paying all premiums due thereon after
such transfer, the $20,000 received by the N
Corporation would be includible in its gross
income, except to the extent of the $4,000
consideration paid by the Mf Corporation for
the transfer of the policy from Y and the
aggregate premiums paid by the M and N
Corporations upon the policy.

§ 29.22 (b) (2)-4 Annuity, etc., pay-
ments in discharge of alimony obligation.
The full amount of any periodic payment
received under a life insurance, endow-

ment, or anfiuity contract by a spouse
or former spouse is required to be In-
cluded In her gross income if certain con-
ditions specified in section 22 (k) exist,
See § 29.22 (W)-1. Paragraphs 1 and 2
(A) of section 22 (b) do not apply (except
the last sentence of section 22 (b) (2)
(A)) with respect to so much of a pay-
ment as under section 22 (k) Is includible
in gross incQme. For example, upon the
divorce of a husband and wife, the decree 0
may require the husband to provide the
wife with an annuity of $2,000 for her
life. The wife, being desirous of a
greater assured income, may pay with
the husband to an Insurance company, a
consideration which, when added to the
amount paid by the husband, purchases
an annuity paying $3,000. For each tax-
able year, $2,000 is to be included in her
income under section 22 (k) and such
portion of $1,000 is to be Included in her
income as is required under § 29.22 (b)
(2)-2 on the basis of the consideration
paid by her to the company.

§29.22 (b) (2)-5 Employees' annui-
ties. If an employer purchases an annu-'
ity contract on behalf of an employee, An-
cluding a retired or former employee,
under a plan with respect to which his
contribution is deductible under section
23 (p) (1) (B) (see § 29.23 (p)-9), the
employee is not required to include such
amount in his income In the taxable year
during which such contribution is made.
The amount received or made available
to such employee under such annuity
contract shall be included in gross in-
come of the employee In the taxable year
in which received or made available, ex-
cept that If the employee contributed any
of the consideration for the annuity, the
annuity shall be Included n his Income
as provided in § 29.22 (b) (2)-2, the con-
sideration for the annuity being con-
bidered the amount contributed by the
employee. If an employer purchases an
annuity contract which Is not under a
plan with respect to which his contribu-
tion is deduictible under section 23 (p) (1)
(B), the amount of such contribution
shall be included in the income of the
employee in the taxable year during
which such contribution is made, If the
employee's rights under the annuity con-
tracts are nonfortfeitable, except for
failure to pay future premiums, at the
time the contribution Is made. In such
case, the total amount of such contribu-
tions required to be included In the In-
come of the employee together with any
amounts cntributed by him wil con-
stitute the consideration paid for the
annuity contract In determining the
amount of the annuity required to be
included in the income of the em-
ployee under section 22 (b)-(2) (A).
If the employee's rights under the an-
nuity contract in such a case were
forfeitable at the time the employers
contribution was made for the annuity
contract, even though they become non-
forfeitable later, the amount of such
contribution is not required to be in-
cluded In the income of the employee4
but any amount received or made avail.,
able to theemployee under the annuity,
contract shall be includible In the grosS
income of the employee in the taxabli
year in which received or made avalabloo
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except that if the employee contributed
any of the consideration for the annuity,
the annuity shall be included in his in-
come to the extent provided in § 29.22
(b) (2-2. The fact that an employee
may not live a sufficient length of time
to enjoy any benefits under the annuity
contract, or that no payments will be
made under any circumstances to lhs
estate or other beneficiary, will not make
the annuity contract forfeitable.

If upon the death of a retired em-
ployee, the widow or other beneficiary
of such retired employee is paid, in ac-
cordance with the terms of the annuity
contract relating to the deceased em-
ployee, an annuity or other death benefit,
the amounts received or made available
to her shall be included in her income
to the extent that they would have been
included in the income of the deceased
employee had he lived and received such
payments. See also section 126 (a). As
to taxation of life insurance benefits in
connection with annuity contracts, see
§ 29.165-6.

If the employer is an organization
which is exempt under section 101 (6),
the employee is not required to include
in his income the amount paid by the
employer for an annuity contract, re-
gardless of whether the annuity plan
satisfies the requirements of section
165 (a) (3), (4), (5), and (6) and wheth-
er the employees' rights are nonforfeit-
able.

As to taxation of annuities purchased
by a trustee under a pension or profit-
sharing trust, see §§ 29.165-6 and• 29.165-7.

As to the effective date of the amend-
ments made by section 162 (c) of the
Revenue Act of 1942, relating. to em-
ployees' annuities and the effect of such
amendments on both old and new an-
nuity plans, see section 162 (d) of the
Revenue Act of 1942 (set forth imme-
diately preceding §§ 29.23 (p)-1) and
29.165-5.

[SEC. 22. Gnoss nrco=---as amended by
sees. 1, 3, Public Salary Tax Act 1939; secs.
215 (a), 219 (a), Rev. Act 1939; sees. 110 (a).
111 (a), 112 (a), 113, 114 (a) (b), 115 (a), 116
(a), 117,118 (a) (b), 119, 120 (a) (d), 127 (d),
134 (c), 162 (c), Rev. Act 192; sec. 7 (a), Cur-
rent Tax Payment Act 1943.]

[(b) Exclusions from gross income. The
following items shall not be Included in gross
income and shall be exempt from taxation
under this chapter:]
(3) Gifts, 'bequests, devises, and inher-

itances. The value of property acquired by
gift, bequest, devise, or inheritance. There
shall not be excluded from gross income un-
der this paragraph, the income from such
property, or, in case the gift, bequest, de-
vise, or inheritance is of income from prop-
erty, the amount of such income. For the
purposes of this paragraph, if, under the
terms of the gift, bequest, devise, or inher-
itance, payment, crediting, or distribution
thereof is to be made at intervals, to the ex-
tent that it is paid or credited or to be dis-
tributed out of income from property, it
shall be considered a gift, bequest, devise, or
inheritance of income from property;

SEC. 111. INcoME RECEIVED FsoIs ESTATE,
ETC., MMRa Gn-S, BEQUESTS, EC. (Revenue Act
of 1942.)

* * S S

(e) Taxable years to which, amendments
applicable. The amendments made by this
section shall be applicable only with respect

to taxable years beginning after December
31, 1941; except that In the cate of income
paid, credited or to be distributed or amounts
paid, credited or to be distributed by an
estate or trust the amendments made by this
section shall be applicable only with respect
to such Income and such amounts paid,
credited or to be distributed on or after the
beginning of the first taxable year of the
estate or trust, as the cace may be, bvginning
after December 31, 1911.

§ 29.22 (b) (3)-1 Gifts and bequests.
Property received as a gift, or received
under a will or under statutes of descent
and distribution, is not includible in
gross income, although the income from
such property is includible in gross in-
come. If the gift, bequest, devise, or
inheritance is of income from property,
it is not to be excluded from gross income.
An amount of principal paid under a
marriage settlement is a gift. As to ali-
mony or an allowance paid upon divorce
or legal separation, see § 29.22 ()-l.

Section 22 (b) (3) provides a special
rule for the treatment of gifts, bequests,
devises, or inheritances which by their
terms are to be paid, credited, or to be
distributed at intervals. To the extent
any such gift, bequest, devise, or in-
heritance is paid, credited, or to be dis-
tributed out of income from property,
it shall be considered a gift, bequest, de-
vise, or inheritance of income from prop-
erty. Section 22 (b) (3) is designed to
provide the same treatment for amounts
of income from property, which income
Is paid, credited, or to be distributed un-
der a gift or bequest, whether the gift
or bequest is in terms of a right to pay-
ments at intervals (regardless of income)
or is in terms of a right to income. To
the extent the amounts in either case are
paid, credited, or to be distrlbuted at
intervals out of income they are not to
be excluded under section 22 (b) (3)
from the taxpayer's gross income. As
to the extent such amounts are paid,
credited, or to be distributed out of in-
come from property in cases in which
the payment, crediting, or distribution
thereof js to be made by an estate or
trust, see section 162 and the regulations
thereunder.

The operation of the last sentence of
section 22 (b) (3) may be illustrated by
the following example:

Erample. A, by hs will, gave his wife an
annuity of $50,000 to be paid In advance In
quarterly payments. By another claure of
his will, A bequeathed the residue of his
property n trust with directions to the trus-
tees to collect the income from the property
and-to pay the annuity of 050,000 out or auch
income (after payment of expense3), or out
of corpus to the extent such income Is in-
sufficient. Under the provisions of cection
22 (b) (3), the $50,000 will be included In the
wife's income each year and, under the pro-
visions of section 162(b), will be deducted
from the Income of the trust to the extent
of the income of the trust for Its taxable
year which is considered under sectlon 162
(d) to be distributed in satisfaction of the
annuity.

The last sentence of section 22 (b) (3),
however, applies only to such amounts
as are to be paid or credited at intervals.
Thus, a bequest of money or property
(other than income) intended to be paid
in a lump sum or at one time is not to be
included in the legatee's gross income,

even though the executor may for rea-
sons of convenience or necessity arrange
to pay such amount in installments or
pay It out of funds traceable as the in-
come of property. However, payments
at intervals do not need to be at regular
intervals to come within the rule stated
in the last sentence of section 22 (b) (3).
Thus, in case of a direction in a testa-
mentary trust to pay $5,000 a year to
John for his life but to pay the $5,000 a
year to Mary instead of John for any
year in which Mary becomes 18, gradu-
ates from college, or marries, the $5,000
a year is income to John and Mary, re-
spectively, in the years in which each is
to receive It, to the extent it is paid or
credited in such years out of income
from the trust property.

Section 22 (b) (3) is not intended to
tax a donee upon the same income which
is taxed to the grantor of a trust or as-
signor of earnings or other income under
section 22 (a), section 166, or section 167.

[SEC. 22. Gross mco=--as amended by
cecs. 1. 3, Public Salary Tax Act 1939; sees.
215 (a), 219 (a), Rev. Act 1939, sees. 110 (a),
111 (a), 112 (a), 113, 114 (a) (b), 115 (a), 116
(a), 117,118 (a) (b), 119,120 (a) (d). 127 (d),
134 (c), 162 (c), Rev. Act 1942; se. 7 (a),
Current Tax Payment Act 1943.]

[(b) Exclusions from gross income. The
following items ahall not be included in gr-
ncome and shall be exempt from taxation
under this chapter:]

(4) Tr-frec interest. Interest upon (A)
the obligations of a State, Territory, or any
political subdivision thereof, or the District
of Columbia; or (B) obligations of a corpor-
atlon organized under Act of Congress, If such
corporation is an Instrumentality of the
United States; or (C) the obligations of the
United States or its posse-ions. Every per-
eon owning any of the obligations enumerat-
ed in cla ue (A), (B), or (C) shall, in the
return required by this chapter, submit a
statement showing the number and amount
of such obligations owned by him and the
income received therefrom, in such form and
with such information as the Commissioner
may require. In the case of obligations of
the United States Issued after September 1,
1917 (other than postal savings certlecates of
deposit to the extent they represent deposits
made before March 1, 1941) and in the case
of obligations of a corporation organized
under Act of Congress, the Interest shall. be
exempt only If and to the extent provided
in the respective Acts authorizing the Issue
thereof as amended and supplemented, and
shall be excluded from grcs income only if
and to the extent It is wholly exempt from
the taxes Imposed by this chapter;

pUDZIC DEx- ACT 07 1941 (APP"OVED F'EXUAa
10, 1941)

SE. 4. (a) Interest upon, and gain from
the "ale or other disposition of, obligations
Issued on or after the effective date of this
Act by the United States or uny agency or
Instrumentality thereof shall not have any
exemption, as such, and loss from the sale or
other disposition of such obligations shall
not have any special treatment, as such,
under Federal tax Acts now or hereafter
enacted; except that any such obligations
which the United States Maritime Commls-
alron or the Federal Housing Administration
has, prior to the effective date of this Act,
contracted to Issue at a future date, shall
when issued bear such tax-exemption privi-
leges as were, at the time of such contract
provided in the law authorizing their issu-
once. For the purposes of this subsection a
Territory, a possesslon of the United States,
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and the District of Columbia, and any po-
Jltical subdivision thereof, and any agency
or Instrumentality of any one -or more of
the foregoing, shall not be considered as an
agency or Instrumentality of the United
States.

(b) The provisions of this section shall,
with respect to such obligations, be consid-
ered as amendatory of and supplementary
to the respective Acts or parts of Acts author-
izing the Issuance of such obligations, as
amended and supplemented.

SEC. 5. This Act, except sections 2 (b) and
(c), shall become effective on the first day
of the month following the date of its en-
actment.

PUBLIC DEBT ACT OP 1942 (APPROVED MARCH
28, 1942)

SEC. 6. Section 4 of the Public Debt Act
of 1941 (Public Numbered 7. Seventy-seventh
Congif.ss, first session), is hereby amended to
read as follows:

SEC. 4. (a) Interest upon obligations, and
dividends, earnings, or other income from
shares, certificates, stock, or other evidences
of ownership, and gain from the sale or other
disposition of such obligations and evidences
of ownership issued on or after the effective
date of the Public Debt Act of 1942 IMarch
28, 1942] by the United States or any agency
cr Instrumentality thereof shall not have any
exemption, as such, and loss from the sale -
or other disposition of such obligations or
evidences of ownership shall not have any
special treatment, as such, under iFederal
tax Acts now or hereafter enacted; except
that any such obligationis which the United
States Maritime Commission or the Federal
Housing Administration had, prior to March
1, 1941, contracted to issue at a future date,
shall, when issued bea such tax-exemption
privileges as were, at the time of such con-
tract,-provided in the law authorizing their
issuance. For the purposes of this subsec-
tion a Territory, a possession of the United
States, and the District of Columbia, and
any political subdfvlslon thereof, and any
agency or Instrumentality of any one or more
of the foregoing, shall not be considered as
an agency or instrumentality of the United
States.

(b) The provisions of this section shall,
with respect to such obligations and evi-
dences of ownership, be considered as amend-
story of and supplementary to the respec-
tive Acts or parts of Acts authorizing the
Issuance of such obligations and evidences of
ownership, as amended and supplemented.

(c) Nothing contained herein shall be
construed to amend or repeal sections 114
and 115 of the Revenue Act of 1941.

§ 29.22 (b) (4)-1 Interest u on State
obligations. Interest upon the obliga-
tions of a State, Territory, or any politi-
cal subdivision thereof, or the District of
Columbia is exempt from the income tax.
Obligations issued by or on behalf of the
State or Territory or a duly organized
political subdivision acting by constituted
authorities -empowered to issue such
obligations are the obligations of a State
or Territory or a political subdivision
thereof. Special tax bills issued for
special benefits to property, if such tax
bills are legally collectible only from
owners of the property benefited, are
not the obligations of a State, Territory,
or political subdivision. The term "poli-
tical subdivision," within the meaning of
the exception, denotes any division of the
State or Territory which is a municipal
corporation, or to which has been dele-
gated the right to exercise part of the

sovereign power of the State -or Terri-
tory. As thus defined, a political subdi-
vision of a State or Territory may or may
not, for the purpose of exemption, In-
clude special assessment districts so
created, such as road, water, sewer, gas,
light, reclamation, drainage, irrigation,
levee, school, harbor, port improvement,
and similar districts and divisions of a
State or Territory.

§ 29.22 (b) (4)-2 Dividends from
shares and stock of Federal agencies or
instrumentaities-(a) Issued prior to
March 28, 1942. Section 26 of the Fed-
eral Farm Loan Act of July 17, 1916
(39 Stat. 380, 12 U.S.C., 931), pro-
vides that Federal land banks and na-
tional farm-loan associations, including
the capital and reserve or surplus therein
and the income derived therefrom, shall
:be exempt from taxation, except taxes
upon real estate. Section 7 of the Fed-
eral Reserve Act of December 23, 1913
(38 Stat. 258, 12 U.S.C., 531), pro-
vides that Federal reserve banks, includ-
ing the capital stock and surplus therein
and the income derived therefrom, shall
be exempt from taxation, except taxes
upon real estate. Section 5 (h) of the
Home Owners' ILoan Act of 1933 (4a
Stat. 133, 12 U.S.C., 1464 (h)) pro-
vides that shares of Federal savings
and loan associations shall, both as to
their value and the income therefrom,
be exempt from all taxation (except sur-
taxes, estate, inheritance, and gift taxes)
imposed by the United States. Under
the above-mentioned provisions, income
consisting of dividends on stock of Fed-
eral land banks, national farm-loan as-
sociations, and Federal reserve banks is °

not, in the case of stock issued prior to
March 28, 1942, subject to the incone
tax; and income consisting of dividends
on share accounts of Federal savings and
loan associations is not, in the case of
shares issued prior to March 28, 1942,
subject- to the normal tax on income.
For taxability of such income in the case
of such stock or shares issued on or after
March 28, 1942, see section 6 of the Pub-
lic Debt Act of 1942 and paragraph (b)
of this section. For the time at which a
stock or share is Issued within the mean-
ing of this section, see paragraph (b) of
this section.

Regardless of the exemption from in-
come tax of dividends paid on the stock
of Federal reserve banks, dividends paid
by member banks are treated like
dividends of ordinary corporations.

Dividends on the stock of the central
bank for cooperatives, the production
.credit corporations, production credit
associations, and banks for cooperatives,
organized under the provisions of the
Farm Credit Act of 1933, constitute in-
come to the recipients, subject to both
the normal tax and surtax (see section 63
of the Farm Credit Act of 1933 (48 Stat.
267, 12 U.S.C., 1138c)). -

(b) Issued on or alter March 28, 1942.
By virtue of the provisions of section 6
of the Public Debt Act of 1942, the tax
exemption provisions set forth in para-
graph (a) of this section with respect to
income consisting of dividends-on stock
of the Federal land banks, national

farm-loan associations, and Fderal re-
serve banks, or on share accounts of
Federal savings and loan associations,
are not applicable in the case of divi-
dends on such stock or shares issued on
or after March 28, 1942.

For the purposes of this section, a stock
or share is deemed to be issued at the
time and to the extent that payment
therefor is made to the agency or in-
strumentality. The date of Issuance of
the certificate or other evidence of
ownership of such stock or share Is not
determinative if payment is made at an
earlier or later date. Where old stock
is retired in exchange for new stock of
a different character or preference, the
new stock shall be deemed to have been
issued at the time of the exchange rather
than when the old stock was paid for,
This paragraph may be illustrated by the
following examples:

Eiample (1). A, the owner of an Invest-
ment share account, consisting of 10 shares,
in a Federal savings and loan association,
has a single certificate issued prior to March
28, 1942, evidencing such ownership. In
order that A may dispose of half of such
shares, the association at his request issues,
after March 27, 1942, two 6-share certificates
in substitution for the 10-share certificate.
The shares evidenced by the two now certifi-
cates are deemed to have been Issued prior to
March 28, 1942, the shares having been paid
for prior to such date.

Example (2): The X Bank, a member of
a Federal reserve bank, owns 50 shares of
Federal reserve bank stock, evidenced by a
single stock certificate issued prior to March
28, 1942, On Decemler 31, 1942, the X Bank
reduces the amount of its capital stock, as a
result of which It is required to reduce the
amount of its Federal reserve bank stock to
40 shares. It surrenders the 50-share certifi-
cate to the Federal reserve bank and receives
a new 40-share certificate. The 40 shar6s
evidenced by such certificate are deemed tO
have been issued prior to March 28, 1942.
On December 81, 1943, the X Bank Increases
the amount of Its capital stock, as a result
of which it is required to purchase 10 addi-
tional shares of the Federal reserve bank
stock. The Federal reserve bank Issues a
10-share certificate evidencing ownership of
the new shares. Of the 50 shares then owned
by the X Bank, 40 were Issued prior to March
28, 1942, and, 10 were Issued after March 27,
1942.

Example (3). A, the owner of a savings
share account, In the amount of $100, in a
Federal savings and loan association, has a
passbook containing a certificate Issued prior
to March 28, 1942, evidencing such ownership,
Subsequent to March 27, 1942. A deposits
$10,000 In the account. With respect to
the $10,000 deposit, the share Is deemed to
have been Issued after March 27. 1942.

§ 29.22 (b) (4)-3 Interest upon notes
secured by mortgages executed to Fed-
eral agencies or instrumentalities. Sec-
tion 26 of the Federal Farm Loan Act of
July 17, 1916 (39 Stat. 380, 12 U. S, C.,
931), and section 210 of such Act,
as added by section 2 of the Act of
March 4, 1923 (42 Stat. 1450, 12 U. S. C.,
1111), provide that first mortgages
executed to Federal land banks, Joint-
stock land banks, or Federal interme-
diate credit banks, and the Income do-
rived therefrom, shall be exempt from
taxation. Accordingly, income consist-
ing of interest on promissory notes held
by Such banks and secured by such first
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ratgages is not subject to the income

§ 29.22 (b) (4)-4 Interest upon United
States obligations-a) Issued prior to
?Tarc7 1, 1941. Although interest upon
the obligations of the United States and
Its possessions and upon obligations of
a corporation organized under Act of
Congress, if such corporation Is an in-
strumenality of the United States, is
generally exempt from tax, in the case of
obligations issued by the United States
after September 1, 1917, which include
Treasury certificates of "indebtedness,
Treasury bonds, and Treasury notes, and
in the case of obligations of a corpora-
tion organized under Act of Congress, the
interest is exempt from tax only if and
to the extent provided in the Acts au-
thorizing the issue thereof, as amended
and supplemented.

Every person owning any of the obli-
gations enumerated in clause (A), (B),
or (C) of section 22 (b) (4) shall submit
in his income tax return a statement
showing the number and amount of such
obligations owned and the income re-
ceived therefrom. For the purpose of
such statement, in the case of Treasury
bills issued after June 17, 1930, (1) the
"amount of such obligations" is their par
'(maturity) value and (2) the "'income
received-therefrom" is the net excess of
the amount realized during the taxable
year from the sale or other disposition
of the bills over the cost or other basis
thereof, a separate computation of dis-
count being unnecessary.

The interest on Treasury certificates
of indebtedness is entirely exempt from
Federal income taxes. Interest upon
Treasury notes is exempt only to the ex-
tent provided in the terms of the issue.
Interest (discount at which issued) on
Treasury bills and any gain from the sale
or other disposition of such bills are also
entirely exempt from Federal income
taxes. With respect to the nondeducti-
bility of losses from the sale or other
disposition of such bills, see § 29.23 (e)-l.

The interest on Treasury bonds is ex-
empt from Federal income taxes except
surtaxes imposed upon the income or
profits of individuals, partnerships, asso-
ciations, or corporations.

Treasury bonds are entitled'to a lim-
ited exemption from surtaxes imposed
by the United States. Interest on an ag-
gregate of not exceeding $5,000 principal
amount of these obligations Is exempt
from the surtaxes imposed by the Inter-
nal Revenue Code. Interest in excess of
the interest on an aggregate of not ex-
ceeding $5,000 principal amount of such
obligations is subject to surtax and must
be included in gross income.

Section 26 of the Federal Farm Loan
Act of July 17, 1916 (39 Stat. 380, 12
U. S. C., 931), and section 210 of
such Act, as added by section 2 of the
Act of March 4, 1923 (42 Stat. 1459, 12
U. S. C., 1111), provided that farm-
loan bonds issued by Federal land
banks and joint-stock land banks and
debentures issued by Federal intermedi.
hte credit banks, with the income there.
trom, shall be exempt from taxation.
Accordingly, interest from such farm-
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loan bonds or debentures is not subject to
the income tax.

Interest credited to postal savings ac-
counts upon moneys deposited prior to
March 1, 1941, in postal savings banlis
wholly exempt from income tax.

(b) Issued on or alter March 1, 1941.
By virtue of the provisions of sections 4
and 5 of the Public Debt Act of 1941 (55
Stat. 9), the exemption prescribed in
paragraph (a) of this section Is limited
to such bonds, debentures, notes, or cer-
tificates of indebtedness as have been
issued prior to March 1, 1941. Under
such provisions of the Public Debt Act
of 1941, interest upon obligations Issued
on or after March 1, 1941, by the United
States, or any agency or instrumentality
thereof, shall not have any exemption,
as such, from Federal tax now or here-
after imposed except in respect of any
such obligations which the United States
Maritime Commission or the Federal
Housing Administration has, prior to
March 1, 1941, contracted to Issue at a
future date. The interest on such obli-
gations so contracted to be issued shall
bear such tax-exemption privileges as
were at the time of such contract pro-
vided in the law authorizing their issu-
ance. For the purposes hereof, under
section 4 (a) of the Public Debt Act of
1941, a Territory, a possession of the
United States, and the District of Colum-
bia and any political subdivisions there-
of, and any agency or Instrumentality
of any one or 'more of the foregoing,
shall not be considered as an agency or
Instrumentality of the United States.

In the case of obligations issued as the
result of a refunding operation, as, for
example, where a corporation exchanges
bonds for previously issued bonds, the re-
funding obligations are deemed, for the
purposes of this section, to have been is-
sued at the time of the exchange rather
than at the time the original bonds
were issued.

§ 29.22 (b) (4)-5 Treasury bond ex-
emption in the case of trusts or partner-
ships. (a) When the income of a trust
is taxable to beneficiaries, as in the case
of a trust the income of which is to be
distributed to the beneficiaries currently,
each beneficiary Is entitled to exemption
as If he owned directly a proportionate
part of the Treasury bonds held in trust.
When, on the other hand, income is tax-
able to the trustee, as in the case of a
trust the income of which Is accumu-
lated for the benefit of unborn or unas-
certained persons, the trust, as the owner
of the bonds held in trust, is entitled to
the exemption on account of such owner-
ship.

(b) As the income of a partnership is
taxable to the individual partners, each
partner Is entitled to exemption as if
he owned directly a proportionate pare
of the bonds held by the partnership.

§ 29.22 (b) (4)-6 Interest upon United
States obligations in the case of nonresfi-
dent aliens and foreign corporations, not
engaged in business in the United States.
By virtue of section 4 of the Victory
Liberty Loan Act of March 3, 1919 (40
Stat. 1311), amending section 3 of the
Fourth Liberty Bond Act of July 9, 1918

(40 Stat. 845). the interest received on
and after March 3, 1919, on bonds, notes,
and certificates of indebtedness of the
United States while beneficially owned
by a nonresident alien individual, or a
foreign corporation, partnership, or as-
sociation, If such individual, corporation,
partnership, or association is not engaged
In business n the United States, is ex-
empt from income taxes. Such exemp-
tion applies only to such bonds, notes, or
certificates as have been issued prior to
March 1, 1941. Interest derived by a
nonresident alien individual, or by a for-
eign corporation, partnership, or asso-
elation on such bonds, notes, or certifi
cates issued on or after March 1, 1941, is
subject to tax as in the case of taxpayers
generally as provided in § 29.22 (b) (4)-
4 (b).

[SM. 22. Gnom3 mcor---as amended by
Ecc3.1.3, Public Salary Tax Act 1939; secs. 210
a), 219 (a), Rev. Act 1939; secs. 110 (a), 111
a), 112 (a), 113, 114 (a), (b), 115 (a), 118
a), 117, 118 (a) (b), 19,120 (a) (d), 127 (d),

134 (cy, 162 (c), Rev. Act 1942; sea. (a),
Current Tax Payment Act 1943.]

[(b) Exclusiow~ from gross income. The
following items shall not be Included in gross
Income and shall be exempt from. taxation
under this chapter:]

(5) Compensation for infurfes or sicl-zess.
Except in the case of amounts attributable
to (and not In excess of) deductions allowed
under sectlon 23 (x) in any prior taxable
year, amounts received, through accident or
health Insurance or under workmefi's con-
pensatlon ats, -as compensation for per-
conal Injuries or sicknem, plus the amount
of any damages received whether by suit or
agreement on account of such Injuries or
acnless. and amounts received as a pen-
alon, annuity, or similar allowance for per-
ronal Injuries or sicknes resulting from
active service in the armed forces of any
country;

(6) Ministers. The rental value of a dwell.
Ing house and appurtenanc s thereof fur.
n1shed to a minister of ths gospel as part
of his compensation;

(7) Income exempt under treaty. Income
of any kind, to the extent required by any
treaty obligation of the United States;

(8) Ziec, laneouc items. Mhe following
item., to the extent provided in section 116:

Earned Income from sources without the
United States;

Salaries of certain Territorial employeezi
The Income of fo'elMgn governments;
Income of States, municipalities, and other

political subdivisions;
Receipts of ahipowners' mutual protection

and Indemnity amociations;
Dlvidends from China Trade Act corpora-

tions;
Compensation of employees of foreign gov-

ernmnta.
(9) Income from discharge of indebtednes.

In the caze of a corporation, the amount
f any incomo of the taxpayer attributable

to the discharge, within the taxable year, of
any Indebtedness of the taxpayer or for which
the taxpayer is liable evidenced by a security
(as hereinafter in this paragraph defined) If
the taxpayer makes and files at the time of
filing the return, in such manner as the
Commimoner, with the approval of the Sec-
retary. by regulations prescribes. its consent
to the regulations prescribed under section
113 (b) (3) then in effect. In such case
the amount of any Income of the taxpayer
attributable to any unamortized premium,
(computed as of the first day of the tatabIp
Year in which such discharge cccu#ed) Wits
respect to such indebtedn e ZL =ot; be
included in gros income and tho Amount o4
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the deduction attributable to any unamor-
tized discount (comljuted as of the frst day
of the taxable year in which such discharge
occurred) with respect to such indebtedness
shall not be allowed as a deduction. As used
in this paragraph the term "security" means
any bond, debenture, note, or certificate, or
other evidence of indebtedness, issued by any
corporation. This paragraph shall not ap-
ply to any discharge occurring before the date
of enactment of, the Revenue Act of 1939, or
in a taxable year beginning after December
31, 1945. -- _

§ 29.22 (b) (9)-i Income from dis-
,chcrge of indebtedness. Section 22 (b)

(9) provides, with respect to taxable
years beginning after December 31, 1941,
-and before January 1, 1946, a method
whereby a corporation may lect to have
excluded from its gross income the
amount of income attributable to a dis-
charge, within, the taxable year, of its
Indebtedness or of indebtedness for
which it Is liable as, for example, in the
case of a debt arising from ani assump-
tion of liability of another corporation.
To be entitled to the benefits of the pro-
visions of section 22 (b) (9) for such
years a corporation must'file with its
return for the taxable year a consent to
the provisions of the regulations, in
effect at the time of the filing of the re-
turn, prescribed under section 113 (b)
(3) (see § 29.113 (b) (3)-1 and 29.113
(b) (3)-2, relating to adjustment of
tlass).

As used in this section "indebtedness"
means indebtedness evidenced by a
security, that Is, by a bond, debenture,
note, or certificate, orlother evidence of
Indebtedness issued by either the tax-
payer corporation or any other corpo-
ration regardless of when issued.

Discharges of indebtedness (including
discharges occurring in a proceeding
under Chapter XV of the Bankruptcy
Act of 1898, as amended, if such proceed-
ing was initiated by petition Med on or
after October 16, 1942, and on or before
November 1, 1945) occurring in a taxable
year beginning after December 31, 1941,
and prior to January 1, 1946, are gov-
erned by the provisions of section 22 (b)
(9).

If as a result of the discharge of in-
debtedness there remains unamortized
premium or unamortized discount, the
amount of the income attributable to
such premium is to be excluded from
gross income and the amount of the de-
duction attributable to such discount
shall be disallowed as a deduction. The
unamortized premium and unamortized
discount, as the cse may be, is in each
instance to be computed as of the first
day of the taxable year in which the
discharae of indebtedness occurred.

Section 22 (b) (9) and this section axe
inapplicable in the case of any dis-
charge occurring in any proceeding un-
der section 77B of the Bankruptcy Act
of 1898, as amended, under Chapter X
or XI of such Act, or under Chapter
XV of such Act if the proceeding under
such chapter was initiated by a petition
filed on or before July 31, 1940 (see para-
graphs 3 to 16, inclusive, of the Ap-
pendix to these regulations), and with
respect to any discharge of indebtedness
to which section 22 (b) (10) applies.

§ 29.22 (b) (9-2 Making and filing
of consent. A consent to have the basis
of its property adjusted in accordance

ith the provisions of the regulations,
m effect at the time of filing of the re-
turn, prescribed under section 113 (b)
(3) (see H8 29.113 (b) (3)-1 and 29.113
(b) (3)-2) shall be made by or-on be-
half of the taxpayer corporation in du-
plicate on Form 982, in accordance with
these regulations and the instructions
on the form or issued therewith. The
original and duplicate shall be fmed with
the return.

[Smc. 22. Gaoss nscom-as amended by
sees. 1, 3, Public Salary Tax Act 1939; sees.
215 (a), 219 (a), Rev. Act 1939; sees. 110 (a),
111 (a), 112 (a), 113, 114 (a) (b), 115 (a),
116 (a), 117, 118 (a) (b), 119, 120, (a) (d),

.127 (d), 134 (c), 162 (c), Rev. Act 1942; sec.
7 (a), Current Tax Payment Act 1943.]

[(b) Exclusions from gross income. The
following items shall not be included in gross
'income atid shall be exempt from taxation
under this chapter:]

(10) Income from discharge of indebted-
ness of a railroad corporation. The amount
of any income attributable to the discharge,
within the taxable year, of any indebtedness
of a railroad corporation, as defined in sec-
tion 77m of the National Bankruptcy Act, as
amended, to the extent that such income is
deemed to have been realized by reason of a
modification in or cancellation- in whole or
in part of such indebtedness pursuant to an
prder of a court in a receivership proceeding
or in a proceeding under section 77 of the
National Bankruptcy Act, as amended. In
such case the amount of any income of
the taxpayer attributable to any unamortized
premium (computed as,of the first day of
the taxable year In which such- discharge
occurred) with respect to such indebtedness
shall nbt. be included in gross income and
the amount of the deduction attributable to
any unamortized discount (computed as of
the first day of the taxable year in which such
discharge occurred) with respect to such in-
debtedness shall not be allowed as a deduc-
tion. Paragraph (9) shall not apply with
respect to any discharge of indebtedness to
which this paragraph applies. This paragraph
shall not apply to any discharge occurring
In a taxable year beginning after December
31, 1945.

§ 29.22 (b) (1OY-1 Income from dis-
charge of indebtedness of railroad cor-
porations. Under section 22 (b) (10) the
amount of any income attributable to
the discharge within the taxable year,
of any indebtedness of a railroad corpo-
ration as a result of an order of a court
in a receivership proceeding, or in a
railroad reorganization proceeding un-
der section 77 of the Bankruptcy Act of
1898, as amended, is, for taxable years
beginning before January 1, 1946, ex-
cluded froM the gross income of the
railroad corporation. The section is ap-
plicable only in a case where income
accrues to a taxpayer from the modifica-
#on or cancellation of the corporate in-
debtedness (whether in whole or in part)
pursuant to a court order.

The railroad corporations to which
this section and section 22 (b) (10) ap-
ply are those defined in section 77m of
the Bankruptcy Act of 1898, as amended,
namely, any common carrier by railroad
engaged in the transportation of per-
sons or propzrty in interstate commerce,
except a street, a suburban, or inter-

urban electric railway which is not op-
erated as a part of a general railroad
system of transportation or which does
not derive more than 50 percent of its
operating revenues from the transpoita-
tion of freight in standard steam rail-
road freight equipment.

As used in section 22 (b) (10) and this
section the term "Indebtednoss" means
an obligation, absolute and not contin-
gent, to pay on demand or within a given
time, in cash or another medium, a fixed
amount.

If, as a result of the discharge of in-
debtedness, there remains unamortized
premium or unamortized discount, the
amount of the income attributable to
such premium Is to be excluded from
gross income and.the amount of the, de-
duction attributable to such discount
shall be disallowed as a deduction, The
unamortized premium and unamortized
discount, as the case may be, Is in each

'instance to be computed as of the flrst
day of the taxable year in which the dis-
charge of indebtedness occurred.

The provisions of section 22(b) (10)
'and this section are applicable to tax-
able years beginning before January 1,
1946.

[Sm. 22. Gaoss xrcoa--as amended by
sec. 1, 8, Public Salary Tax Act 1939; seen.
215 (a), 219 (a), Rev. Act 1930; sees. 110 (a),
'111 (a), 112 (a), 118, 114 (a)(b), 115 (a),
116 (a), 117, 118 (a) (b), 119, 120 (a) (d),
127 (d), 134" (c), 162 (o), Rev. Act 1942, We0.
7 (a), Current Tax Payment Act 1943.]

[(b) Exclusion froa gross income. The
following items shall not be included in grosb
income and shal be exempt from taxation
undei this chapter:]

(11) Improvements by lessee on lessor'a
property. Income, other than rent, derived
by a lessor of real property upon the termi-
nation of a lease, representing the value of
such property attributable to buildings
erected or other improvements made by th
lessee.

§29.22 (b) (11)-i Exclusion from
gross income of lessor of real property of
value of improvements erected by lessc.
Income derived by a lessor of real prop-
erty upon the termination, through
forfelture or otherwise, of the lease of
such property and attributable to build- -
ings erected or other improvements
made by the lessee upon the leased prop-
erty is excluded from gross Income.
However, where the facts disclose that
such buildings or improvements repre-
,sent In whole or In part a liquidation In
kind of lease rentals, the exclusion from
gross income shall not apply to the extent
that such buildings or improvements rep-
resent such liquidation. The exclusion
applies only with respect to the Income
realized by the lessor upon the termina-
tion of the lease and has no application
to income, if any, In the form of rent,
which may be derived by a lessor during
the period of the lease and attributable
to buildings erected or other improve-
ments made by the lessee. It has no
application to income which may b6
realized by the lessor upon the termina-
tion of the lease but not attributable to
the value of such buildings or Improve-
ments. Neither does it apply to income
derived by the lessor subsequent to the

- termination of the lease Incident to the
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ownership of such buildings or improve-
ients.

The provisions of this section may be
illustrated by the following example:

Example. The A Corporation leased In
1935 for a period of 50 years unimproved
rear property to the B Corporation under a
lease providing that the B Corporation erect
on the leased premises an office building cost-
ing $500,000, in addition to paying the A
Corporation a lease rental of $10,000 per an-
num beginning on the date of completion of
the improvements, the sum of $100,000 being
placed in escrow for the payment of the
rental. The building was completed on Jan-
uary 1, 1937. The lease provided that all
improvements made by the lessee on the
leased property -would become the absolute
property of the A Corporation on the ter-
mination of the lease by forfeiture or other-
wise and that the lessor would become en-
titled on such termination to the remainder
of the sum, if any. remaining In the escrow
fund. The B Corporation forfeited its lease
on January 1, 1942, when the Improvements
-had a value of $100,000. Under the provi-
sions of section 22 (b) (11), the $100,000 is
excluded from gross Income. The amount
of $50,000 representing the remainder In the
escrow fund is forfeited to the A Corporation
and is included in the gross income of that
taxpayer. If, In this example, the lease cov-
ered a period of only 25 years and the build-
ing upon completion had an estimated value
of $75,00 as of the end of the lease term and
in accordance with an option granted by the.
regulations the A Corporation included In
gross income the sum of $3,000 for each tax-
able year from 1937 to 1941, both years In-
clusive, then there shall be excluded from
gross income for the taxable year 1942 and
subsequent taxable years any such amounts
otherwise includible in groas Income for such
years and attributable to the building erected
by the B Corporation, notwithstanding the
exercise of such option. As to the basis of
the property in the hands of the A Corpora-
tion, see § 29.113 (c)-l.

[San. 22. Gnossa racom--as amended by
sees. 1, 3, Public Salary Tax Act 1939; sees.
215 (a), 219 (a), Rev. Act 1939; sees. 110 (a),
111 (a), 112 (a),'113, 114 (a) (b), 115 (a),
116 (a). 117, 118 (a) (b). 119, 120 (a) (d),
127 jd), 134 (c), 162 (c), Rev. Act 1942; seo.
7 (a), Current Tax Payment Act 1943.1

[ (b) Exclusions from gross income. The
following items shall not be included in gross
income, and shall be exempt from taxation
under this chapter:]

(12) Recovery of bad debts, prior taxes,
and delinquency amounts. Income attribut-
able to the recovery during the taxable year
of a bad debt, prior tax, or delinquency
amount, to the extent of the amount of the
recovery exclusion with respect to such debt,
tax, or amount. For the purposes of this
paragraph:

(A) Definition of bad debt. The term "bad
debt" means a debt on account of worthless-
ness or partial worthlessness of which a de-
duction was allowed for a prior taxable year.

(B) Definition of prior tax. The term
"prior tax" means a tax on account of which
a deduction or credit was allowed for a prior
taxable year.

(C) Definition of delinquency amount.
The term "delinquency amount" means an
amount paid or accrued on account of which
a deduction or credit was allowed for a prior
taxqble year and which is attributable to
failure to file return with respect to a tax,
or pay a tax, within the time required by the
law under which the tax is imposed, or to
failure to fie return with respect to a tax
or pay a tax.

(D) Definition of recovery exclusion. Me
term "recovery exclusion", with respect to a
bad debt, prior tax, or delinquency amount,
means the amount, determined in accordance

with regulations preacrlbed by the Comml -
sloner with the approval of the Secretary. of
the deductions or credits allowed. on account
of such bad debt, prior tax or delinquency
amount, which did not result In a reduction
of the taxpayer's tax under this chapter (not
including the tax under section 102) or cor-
responding provisions of prior revenue larw.
reduced by the amount excludible In previous
taxable years with respect to such debt, tax,
or amount under this paragraph.

(E) Special rules in casa of section 102 tax
and personal holding company ta.-In the
application of subparagrapbs (A), (B), (C),
a41d (D) in determining the tax under Ecction
102 or Subchapter A of Chapter 2, a recovery
exclusion allowed for the purpozes of Chapter
1 shall be .allowed for the purpoza of such
section or subchapter whether or not the bad
debt, prior tax. or delinquency amount re-
suited in a reduction of the zectlon 102 tax
or Subchapter A tax for the prior -taxable
year. and in the care of a bad debt, prior tax,
or delinquency amount not allowable as a
deduction or credit for the prior taxable year
under Chapter 1 (except cection 102) but al-
lowable for the same taxable year under such
section or subchapter a recovery exclusion
shall be allowable for the purpeaes of such
section or subchapter If such bad debt, prior
tax, or delinquency amount did not result
in a reduction of the tax under such rection
102 or such Subchapter A. As used in this
subparagraph references to Chapter 1, rec-
tion 102, and Subchapter A In the caza of
taxable years not subject to the Internal
Revenue Code, shall be held to be made to
corresponding provisions of prior revenue
Acts.

§ 29.22 (b) (12)-i Recovery of bad
debts, prior taxes and delinquency
amounts-(a) In general. Section 22
(b) (12) provides that Incomes at-

tributable to the recovery during any tax-
able year of bad debts, prior taxes, and
delinquency amounts shall be excluded
from gross income to the extent of the
"recovery exclusion" with respect to such
items. In substance, the recovery exclu-
sion is an amount equal to the portion of
such items which, when deducted or
credited for a prior taxable year, did not
result in a reduction of any tax of the
taxpayer under chapter 1 of the Internal
Revenue Code (other than a tax under
section 102) "or under corresponding pro-
visions of prior revenue laws.

(1) Section 22 (b) (12) items. Bad
debts, prior taxes, and delinquency
amounts are defined in section 22 (b)
(12) (A), (B), and (C), respectively.
A typical example of a delinquency
amount described in that'section Is n-
terest upon delinquent taxes. The bad
debts, prior taxes, and delinquency
amounts referred to in that section,
called "section 22 (b) (12) items" in
this section, are only those for which a
deduction or credit was allowed for a
prior taxable year. Thus, if a bad debt
was previously charged against a reserve
by a taxpayer on the reserve method of
treating bad debts, it was not deducted,
and it Is therefore not considered a sec-
tion 22 (b) (12) Item.

(2) Definition of "recovery." Recov-
eries result from the receipt of amounts
in respect of the previously deducted or
credited items described in section
22 (b) (12), such as from the collection
or sale of a bad debt, refund or credit
of taxes paid, or cancellation of taxes
accrued. Care should be taken in the

case of bad debts which were treated as
only partially worthless in prior years to
distinguish between the item described
in section 22 (b) (12), that Is, the part
of such debt which was deducted, and
the part not previously deducted, which
Is not a section 22 (b) (12) item and is
considered the frst part collected. The
collection of the part not deducted Is
not considered a "recovery." Further-
more, the term "recovery" does not in-
elude the gain resulting from the receipt
of an amount on account of a section
22 (b) (12) item which, together with
previous such receipts, exceeds the de-
duction or credit previously allowed for
such Item. For Instance, a $100 corpo-
rate bond purchased for $40 and later
deducted as worthless is subsequently
collected to the extent of $50. The $10
gain (excess of $50 collection over $40
cost) is not a recovery of a section
22 (bM (12) Item. Such gain is in no
case excluded from gross income under
section 22 MO) (12), regardless of whether
the $40 recovery Is or is not excluded.

(3) Treatment of debt deducted in
more than one year by reason of partiaZ
worthlessness. rn the case of a bad
debt deducted In part for two or more
prior years, each such deduction of a
part of the debt Is considered a separate
section 22 M,) (12) item. A recovery
with respect to such debt is considered
frst a recovery of those items (or por-
tions thereof), resulting from such debt,
for which there are recovery exclusions.
If there are recovery exclusions for two
or more Items resulting from the same
bad debt, such items are considered re-
covered in the order of the taxable years
for which they were deducted, begInning
with the latest. The recovery exclusion
for any such item is determined by con-
sidering the recovery exclusion with re-
spect to the prior year for which such
Item was deducted as being flrst used to
offset all other applicable recoveries in
the year in which the bad debt is recov-
ered.

(4) Special provisions as to worthless
bonds, etc., which, are treated as capital
losses. For taxable years beginning
after December 31, 1937, bad debts on
account of certain worthless securities
and, for taxable years beginning after
December 31, 1942, certain nonbusiness
bad debts are treated as losses from the
sale or exchange of capital assets. See
section 23 (k) of the nternal Revenue
Code, and section 23 (M) of the Revenue
Act of 1938. The amount of the deduc-
tions allowed for any year under section
117 Cd) on account of such losses for
such year is considered to be section
22 U,) (12) items. Any part of such
losses which, under section 117 (d), is
a deduction for a subsequent year
through the capital loss carry-over (any
later receipt of an amount with respect
to such deducted loss Is a recovery) is
considered a section 22 (b) (12) item for
the year in which such loss was sus-
tained. Bad debts are considered the
last capital losses deducted under sec-
tion 117 (d) or carried over under sec-
tion 117 (e).

(b) Computation of recovery exclu-
sion-C() Amount of recovery exclusin
allowable for year of recovery. For the
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year of any recovery, the section 22 (b)
(12) items which were deducted or cred-
ited for one prior year are considered as
a group and the recovery thereon is con-
sidered separately from recoveries of any
items which were deducted or credited
for other years. This recovery is ex-
cluded from gross income to the extent
of the recovery exclusion with respect to
this group of items as (i) determined for
the original year for which such items
were deducted or credited (see (2), below,
of this paragraph) and (ii) reduced by
the recoveries in intervening years on ac-
count of all section 22 (b) (12) items for

-such original year. A taxpayer claiming
a recovery exclusion shall submit, at the
time the exclusion is claimed, the com-
putation • of the recbvery exclusion
claimed for the original year for which
the items were deducted or credited, and
computations showing the amount re-
covered In Intervening years on account
of the section 22 (b) (12) items deducted
or credited for the original year.

(2) Determination of recovery exclu-
sion for original year for which items
were deducted or credited.: The recovery
exclusion for the taxable year for which
section (b) (12) items were deducted or
section 22 (b) (12) items were deducted
or credited (that is,,the "original taxable
amount of such deductions and credits
which could be disallowed without caus-
ing an Increase in any tax of the tax-
payer imposed under chapter 1 of the
Internal Revenue Code (such as the nor-
mal tax, surtax, and victory tax), other
than the tax imposed on corporations by
section 102 for the improper accumula-
tion of surplus, or in any tax imposed un-
der corresponding provisions of prior
revenue laws. For this purpose,, con-
sideration must be given to the effect of
net operating loss carry-overs and carry-
lVacks or capital loss carry-overs.

The preceding paragraph shallbe ap-
piled by determining the recovery ex-
clusion as the aggregate amount of the
section 22 (b) (12) items for the original
year for which such items were de-
ducted or credited reduced by whichever
of the following amounts is the greatest-

(i) The difference between (a) theAn-
come subject to normal tax (net income
reduced by credits allowable for normal
tax purposes) for such original year and
(b) the Income subject to normal tax
computed without regard to the section
22 (b) (12) items for such original year.

(ii) The difference between (a) the
surtax net income for such original year
and (b) the surtax net income computed
without regard to the section 22 (b) (12)
items for such original year.

(Il) For taxable years beginning on or
after January 1, 1943, In the case of tax-
payers other than corporations, the dif-
ference between (a) the income subject
to victory tax (the victory tax net n-
come reduced by the specific exemption)
for such original year and (b) the in-
come subject to victory tax computed
without regard to the section 22 (b) (12)
items for such original year.

(lv) In the case of a taxpayer subject
to any income tax in lieu of normal tax
or surtax or both (except the alternative'
tax on capital gains imposed by section
117 (c), which is disregarded), the dif-

ference between (a) the Income subject
to such tax for such original year and
(M) the Income subject to such tax com-
puted without regard to the section 22
(b) (12) items for such original year.
(Neither the amount determined under
(a) nbr the-amount under (b) of (I),
ID, (iI), or (iv) above shall in any case
be considered less than zero.) For this
determination of the recovery'excluslon,
the aggregate of the section 22 (b) (12)
items must be further decreased by the
portion thereof which caused a reduction
in tax In preceding or succeeding tax-
able years through any net operating loss
carry-overs or carry-backs or capital loss
carry-overs affected by such items. This
decrease is the aggregate of the largest
amount determined for each of such pre-
,ceding and succeeding years under (i),
(i), (ii), and (v) above, the computa-
tion of each carry-over or carry-back to
the preceding or succeeding year being
made.under subdivision (a) of (i), (ii),
(iI), and (lv) with regard to the section
22 (b) (12) items for the original year,
and such computation being made under
subdivision (b) without regard to such
items. For the purposes of the preceding
sentence, the. computations under both
subdivisions (a) and (b) shall be made
without regard to any section 22 (b) (12)
items for such preceding or succeeding'
year and the carry-overs and carry-
backs to such year shall be determined
without regard to any sectiofi 22 (b) (12)
items for years subsequent to the original
year.

Example. A single individual, who has no
dependents, has for 1942 $2,800 gross income,
$2,000 business expenses, and a deduction of
$900 for bad debts 'and of $700 for property
taxes. His income and deductions for 1941
are set out below. His recovery exclusion on
account of the section 22 (b) (12) items
for 1942 (the debts and taxes) is $500, deter-
mined as follows:

The $1,600 aggregate of the section 22 (b)
(12) items is reduced by the $300 difference
between the surtax net income for 1942 com-
puted with and without regard to such ag-
gregate, since this difference is greater than
such difference' between the licomes subject
to normal'tax, ascertained as follows:

With de- Without
duction of deduction

section of section
22 (b) (12) 22i(b) (12)

items Items

Gross income -------------- $2,800 $2,800Less: B usines expenses ------ 2,- %000 2
Remainder -------------------- 800 800
Less: Bad debts and taxes-.... 1,600 ......-...
Net income or (loss) -....... . (S00) 800
Personal exemption ----------- 00 800
Surtax net ncome ------------- 0 g00
Earned income credit --------- 0 so
Net income subject to normal

tax. ------------------------- 0 220
Difference between surtax net

incomes (M300-SO) --------------------- 00
Difference between incomes

subject to normal tax ($220-$0) ------------.----------- . 220

The taxpayer had no items which would
cause section 122 (d) adjustments for 1942
or 1941. For 1941 he had $6,000 gross income,
and his only deduction was a net operating
loss deduction of $800 based on his loss for
1942. There would be no-net operating loss

deduction for 1941 If the carry-back to 1941
was computed without regard to the ecotion
22 (b) (12) items for 1942. Accordingly,
$800 of such items for 1942 resulted, by way
of carry-back to 1941, in a reduction of tax
for 1941, since net income subject to normal
tax and surtax not income for 1941 wore re-
duced to the extent of the carry-back (corn-
puted In the manner set forth In the. preced-
ing paragraph). The $1,600 aggregate of the
section 22 (b) (12) items for 1942 Is further
reduced by the $800 which caused a reduction
in .tax through the carry-back. 'therefore,
the recovery exclusion for the Items for 1942
Is $500, that Is, the $1,000 aggregate of such
Items reduced by the $300 and by the $800.

In 1946 the taxpayer recovers $400 of the
property taxes. All of this recovery ts ex-
cluded from income by r-eadon of the recovery
exclusion of $500 determined for the original
year 1942. In 1947 be recovers all of the bad
debt of $900, of which $100 Is excluded from
gross income. That Is, the recovery exclusion
of $500 determined for the original year 1942
is reduced by the $400 recovery in 1940 on
account of the section 22 (b) (12) Items de-
ducted for such original year.

(c) Provisions as to taxes imposed by
section 102 and subchapter A of chap-
ter 2. Section 22 (b) (12) CE) provides
special rules for determining the re-
covery exclusion In the case of the tax
Imposed on orporations by section 102
for the improper accumulation of surplus
and the tac Imposed on personal holding
companies by subchapter A of chapter 2
of the Internal Revenbe Code. Such
taxpayers have, for the purposes of such
taxes, the recovery exclusion described
In the preceding paragraphs of this sec-
tion. This recovery exclusion Is used for
the purposes of the taxes Imposed by sec-
tion 102 and subchapter A of chapter 2
regardless of 'what particular effect the
section 22 (b) (12) items had on such
taxes, that Is, regardless of whether tho
section 22 (b) (12) Items did or did not

-cause a reduction of such taxes. Fur-
thermore, a recovery exclusion Is granted
for certain other Items which are de-
scribed In section 22 (b) (12) (E). The
recovery exclusion on account of such
other items shall be determined under
the principles set forth In this section
with respect to section 22 (b) (12) Items.

[SEc. 22. GOss iNcoas-as amended by
sees. 1, 3, Public Salary Tax Act 1039; seeS.
215 (a), 219 (a), Rev. Act 1039; eces, 110 (a),
111 (a), 112 (a), 113, 114 (a) (b), 116 (a),
116 (a), 117, 118 (a) (b), 119, e20 (a) (d),
127 (d), 134 (c), 162 (a), Rev. Act 1042, see.
7 (a), Current Tax Payment Act 1943]

[(b) Exclusions from gross income. The
following items shall not be Included In gross
income and shall be exempt from taxation
under this chapter:]

(13) Additional allowance for military an
naval personnel. In the case of compensa-
tion received during any taxable year and be-
fore the termination of the present war as
proclaimed by the President, by a member
of the military or naval forces of the United
States for active service In such forces dUrini
such war, or by a citizen or resident of tho
United States who Is a member of the military
or naval forces of any of the other United
Nations for active service in such forces
during such war, so much of such compen-
sation as does not exceed 01,600. [NoTn
Under sec. 7 (b), Current Tax Payment Acb
1943, this provision is applicable with respeot
to taxable years beginning after December 31#
1942. The corresponding provision applicable

-with respect to taxable years beginning after
December 31, 1941. and before January 1,
1943, Is as follows: "(13) Additional allou'anco
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for military and naval personnel. So much
of the amount received before the termina-
tion of the present war as proclaimed by the
President, by personnel below the grade of
commissioned officer in the military or naval
forces of the United States as salary or com-
pensation in any form from the United States
for active service In such forces during such
war, as does not exceed $250 in the case of a
single person and $300 in the case of a mar-
ried person or head of a family. The de-
termination, for the purposes of this para-
graph, of the taxpayer's status in the armed
forces and his family status shall be made as
of the end of the taxable year."]

§ 29.22 (b) (13)-i Compensation of
military and naval jorces-(a) Taxable
years beginning alter December 31, 1942.
For any taxable year beginning after
December 31, 1942, in addition to other
exemptions and credits otherwise appli-
cable, there may be excluded from gross
income in the case of:

(1) A member of the military or
naval forces of the United States or

(2) A citizen or -a resident of the
United States who is a member of the
military or naval forces of any of the
-other United Nations

so much of the compensation for active
service in such forces during the present
war as does not exceed the sum of $1,500.
Such exclusion is applicable without dis-
tinction as to the rank or as to the mari-
tal status 6f the recipient of such com-
pensation but is applicable only to such
compensation received prior to the ter-
mination of the present war to be fixed
by proclamation of the President. If
the husband and wife both meet such
requirements, then each is entitled to
exclude such amount from gross income.
For the purposes of this section the mili-
tary and naval forces of the United
States include (but are not necessarily
limited to) the Army, the Navry, the Ma-
rine Corps, the Coast Guard, the Army
Nurse Corps, Female, the Navy Nurse
Corps, Female, the Women's Army Aux-
iliary Corps or the Women's Army Corps,
the Women's Reserve branch of the
Naval Reserve, the Marine Corps Wom-
en's Reserve, and the Coast Guard Re-
serve, including the Coast Guard Wom-
en's Reserve. For the purposes of this
subsection the term "njiember of the mili-
tary or naval forces of any of the other
United Nations" shall mean any indi-
vidual whose duties in the service of any
of the United Nations other than the
United States correspond to those of any
member of the military or naval forces
of the United States as defined in this
section.

A person is in active service if he is
actually serving in such forces, not nec-
essarily in the field or in the theater of
war. Personnel in the inactive reserve
or on retirement are not in active serv-
ice. Periods during which a person is
absent from duty on account of sickness,
wounds, leave, internment by the enemy,
or other lawful cause are periods of
active service.

This-exemption does not apply to sal-
ary or compensation received by such
person subsequent to discharge or re-
lease from active service even though
payment may have been made as corn-

pensation for services rendered while in
active service.,

(b) Taxable years beginning in 1942.
For any taxable year beginning after De-
cember 31, 1941, and prior to January 1,
1943, a person below the grade of com-
missioned officer in active service in the
military or naval forces of the United
States during the present war may ex-
clude from gross income salary or com-
pensation received in any form from the
United States for such service, in an
amount not in excess of $250 if single or
$300 if married or the head of a family.
If the husband and wife both meet such
requirements, then each is entitled to
the $300 exclusion. The exemption un-
der this paragraph does not apply to
compensation received before January 1,
1942, or after the close of the taxable
year of the taxpayer beginning before
January 1, 1943.

As to what constitutes the military and
naval forces of the United States for the
purposes of this paragraph, see para-
graph (a) of this section. For the pur-
poses of this paragraph, personnel serv-
ing with the Army Specialist Corps are
not within the scope of the exemption.
As to what constitutes active service for
the purposes of this paragraph, see para-
graph (a) of this section.

This exemption does not apply to sal-
ary or compensation received by such
person subsequent to discharge or release
from active service even though payment
may have been made as compensation
for services rendered while in active
service.

For the purposes of this paragraph,
whether a person is in active service in
the military or naval forces of the United
States and whether such person is single,
married, or the head of a family is de-
termined by such person's status on the
last day of the taxable year.

ISEa. 22. Gnoss wo=--as amended by
secs. 1, 3, Public Salary Tax Act 1939; recs.
215 (a). 219 (a), Rev. Act 1939; rcm. 110 (a).
111 (a), 112 (a), 113, 114 (a) (b), 115 (a),
110 (a). 117. 118 (a) (b), 119, 120 (a) (d),
127 (d), 134 (c), 162 (c), Rev. Act 1942; ccc.
7 (a), Current Tax Payment Act 1943.1

(c) Inventories. Whenever in the opinion
of the Commissioner the ure of.inventories is
necessary in order clearly to determine tho
income of any taxpayer. inventorit shall to
taken by such taxpayer upon such basts as
the Commimloner. with the approval of the
S-cretary, may prezcrlbe as conforming as
neatly as may b to the best accounting
practice in the trade or busin=s and a5 mast
clearly reflecting tho income.

§ 29.22 (c)-l Rceedofinrcntories. In-
order to reflect the net income correctly,
inventories at the beginning and end of
each taxable year are necessary In every
case in which the production, purchase,
or sale of merchandise is an indome-
producing factor. The inventory should
include all finished or partly finished
goods and, in -the case of raw materials
and supplies, only thosewhich have been
acquired for sale or which will physically
become a part of merchandise intended
for sale, in which class fall containers,
such as kegs, bottles, and cases, whether
returnable or not, if title thereto will
pass to the purchaser of the product to
be sold therein. Merchandise should be

Included In the inventory only if title
thereto is vested In the taxpayer. Ac-
cordingly, the seller should include in
his inventory goods under contract for
sale but not yet seggregated and ap-
plied to the contract and goods out upon
consignment, but should exclude from
inventory goods sold (including contain-
ers), title to which has passed to the
purchaser. A purchaser should include
n inventory merchandise purchased
(including containers), title to which
has passed to him, although such mer-
chandise is in transit or for other rea-
sons has not been reduced to physical
possession, but should not include goods
ordered for future delivery, transfer of
title to which has not yet been effected.
(But see § 29.22 (d)-l.)

§29.22 (c)-2 Valuation of inven-
tories. Section 22 (c) provides two tests
to which each inventory must conform:

(a) It must conform as nearly as may
be to the best accounting practice in
the trade or business, and

(b) It must clearly reflect the income.
It follows, therefore, that inventory

rules cannot be uniform but must give
effect to trade customs which come
within the scope of the best accounting
practice In the particular trade or busi-
ness. In order clearly to reflect income,
the inventory practice of a taxpayer
should be consistent from year to year,
and greater weight is to be given to
consistency than to any particular
method of inventorying or basis of valu-
ation so long as the method or basis used
is substantially in accord with these reg-
ulations. An inventory that can be
used under the best accounting practice
in a balanc.sheet showing the financial
position of the taxpayer can, asa general
rule, be regarded as clearly reflecting
his income.

The bases of valuation most commonly
used by business concerns and which
meet the requirements of section 22 (c)
are (a) cost and (b) cost or market,
whichever is lower. (For inventories by
dealers In securities, see § 29.22 (c)-5.)
Any goods in an Inventory which are un-
salable at normal prices or unusable in
the normal way because of damage, im-
perfections, shop wear, changes of style,
odd or broken lots, or other similar
causes, including second-hand goods
taken In exchange, should be valued at
bona fide selling prices less direct cost
of disposition, whether basis (a) or (b)
is used, or if such goods consist of raw
materials or partly finished goods held
for use or consumption, they shall be
valued upon a reasonable basis, taking
into consideration the usability and the
condition of the goods, but in no case
shall such value be less than the scrap
value. Bona fide selling price means
actual offering of goods during a period
ending not later than 30.days after in-
vntory date. The burden of proof will
rest upon the taxpayer to show that such
exceptional goods as are valued upon
such selling basis come within the classi-
fleatlons indicated above, and he shall
maintain such records of the disposition
of the goods as will enable a verification
of the inventory to be made.
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In respect of normal goods, whichever
basis 'is adopted must be applied with
reasonable consistency to the entire in-
ventory except as to thos6 goods inven-
torled under the elective method author-
ized by section 22 (d). Taxpayers were
given an option to adopt the basis of
either (a) cost or (b) cost or market,
whichever is l6wer, for their 1920 in-
ventories. The basis properly adopted
for that year or anysubsequent year is
controlling, and a change can now be
made only after permission is secured
from the Commissioner. Application
for permission to change the basis of val-
uing inventories shall be made in writing
and filed with the Commissioner as pro-
vided in § 29.41-2. Goods taken in the
inventory which have been so intermin-
.gled that they cannot be identified with
specific Invoices will be deemed to be
the goods most recently purchased or
produced, and the cost thereof will be
the actual cost of the goods purchased
or produced during the period in-which
the quantity of goods in the inventory
has been acquired. But see section
22 (d) as to inveiitories under elective
method. Where the taxpayer maintains
book Inventories in accordance with a
sound accounting system in which the
respective Inventory accounts are
charged with the actual cost of the goods
purchased or produced and credited with
the value of goods used, transferred, or
sold, calculated upon the basis of -the
actual cost of the goods acquired during
the taxable year (including the inven-
tory at the beginning of the year), the
net value as shown by such inventory
accounts will be deemed to be the cost
of the goods on hand. The balances
shown by lsuch book inventories should
be verified by physical Inventories -at
reasonable intervals and adjusted to con-
form therewith.

Inventories should be recorded in a
legible manner, properly cbmputed and
summarized, and should be preserved as
a part of the accounting records of the
taxpayer. The inventories of taxpayers
on whatever basis taken will be subject
to Investigation by the Commissioner,
and the taxpayer must satisfy the Com-
missioner of the correctness of the prices
adopted.

The following methods, among others,
are sometimes used in taking or vbluing
Inventories, but are not In accord with
these regulations, viz:

(1) Deducting from the inventory a
reserve for price changes, or an esi-
mated depreciation in the value thereof.

(2) Taking work In process, or other
parts of the inventory, at a nominal
price or at less than its proper value.

(3) Omitting portions of the stock on
hand.

(4) Using a constant pirice or nominal
value for so-called normal quantity-of
materials or goods in-stock.

(5) Including stock in transit, shipped
either to or from the taxpayer, the title
to which is not vested in the taxpayer.

§29.22 ()-3 Inventories at cost.
Cost means:

(a) In the case of merchandise on
hand at the beginning of the taxable
year, the inventory price of such goods.

(b) In the case of merchandise pur-
chased since the beghining of the taxable
year, the invoice price less trade or other
discounts, except strictly cash discounts
approximating a fair interest rate, which
may be deducted or not at the option
of the taxpayer, provided a consistent
course Is followed. To this net invoice
price should be added transportation or
other necessary charges Incurred in ac-
quiring possession of the goods.

(c) In the case of merchandise pro-
duced by the taxpayer since the begin-
ning of the taxable year, (1) the cost of
raw materials and supplies entering into
or consumed in connection with the
product, (2) expenditures for direct labor,
(3) indirect expenses incident to and
necessary for the production of the par-
ticular article, including in such indirect
expenses a reasonable proportion of
management expenses, but not including
any cost of selling or return on capital,
whether by way of interest or profit.

(d) In any industry in which the usual
rules for computation of cost of produc-
tion are inapplicable, costs may be ap-
proximated upon such basis as may be
reasonable and in conformity with estab-
lished trade practice in the particular
industry. Among such cases are (1)
farmers and raisers of live stock (see
§ 29.22 (c)-6), (2) miners and manufac-
turers who by a single process or uni-
form series-of processes derive a product
of two or more kinds, sizes, or grades, the
unit cost of which is substantially alike
(see § 29.22 (0)-7), and (3) retail mer-
chants who use what is known as the
"retail method" In ascertaining approxi-
mate cost (see § 29.22 (c)-8).

§ 29.22 ()-4 Inventories at cost or
market, whichever is lower. Under or-
dinary circumstances and for normal
goods in an inventory, "market" means
the current bid price prevailing at the
date of the inventory for the particular
merchandise-in the volume in which
usually purchased by the taxpayer, and
is applicable in'the cases:

, (a) 'Of goods purchased and on hand,
and

(b) Of basic elements of cost (mate-
rials, labor, and burden) in goods In
process of manufacture and-in finished
goods on hand; exclusive, however, of
goods on hand or In process of manu-
facture for delivery-upon firm sales con-
tracts (i. e., those not legally subject to
cancellation by either party) at fixed
prices entered into before the date of
the inventory, under which the taxpayer
Is protected against actual loss, which
goods must be inventoried at cost.

-Where no open market exists or where
quotatiobs are nominal, due to stagnant
market conditions, the taxpayer must
use such evidence of a fair market price
at the date or dates nearest the inven-
tory as may be available, -such as specific
purchases or sales by the taxpayer or
others in reasonable volume and made in
good faith, or compensation paid for
cancellation of contracts for purchase

ommitments. Where the taxpayer in
the regular course of business has offered
for sale such merchandise at prices
lower than the current price as above
defined, the Inventory may be valued at

such prices less direct cost of disposi-
tion, and the correctness of such prices
will be determined by reference to the
actual sales of the taxpayer for a rea-
sonable period before and after the date
of the inventory.' Prices which vary
materially from the actual prices so as-
certained will not be accepted as reflect-
ing the market.

Where the Inventory is valued upon
the basis of cost or market, whichever Is
lower, the market value of each article
on hand at the Inventory date shall be
compared with the cost of the article,
and the lower of such values shall be
taken as the Inventory value of the
article.

§ 29.22 ()-5 Inventortec by dealers in
securities. A dealer in securities who in
his books of account regularly Inven-
tories unsold securities on hand either:

(a) At cost,
(b) At cost or market, whichever Is

lower, or
( ) At market value,

my make his return upon the basis upon
which his accounts are kept; provIded
that a description of the method em-
ployed shall be included In or attached
to the return, that all the securities must
be inventoried by the same method, and
that such method must be adhered to In
subsequent years,-unless another method
-be authorized by the Commissioner pur-
suant to a written"application therefor
filed with the Commissioner as provided
in § 29.41-2. A dealer in securities in
whose books of account separate compu-
tations of the gain or loss from the sale
of the various lots of securities sold are
made on the basis of the cost of each lot
shall be regarded, for the purposes of this
section, as regularly inventorying his
securities at cost. For the purpose of
this rule, a dealer In securities Is a mer-
chant of securities, whether an Indi-
vidual, partnership, or corporation, with
an established place of business, regu-
larly engaged In the purchase of securi-
ties and their resale to customers; that
is, one who as a merchant buys securities
and sells them to customers with a view
to the gains and profits that may be de-
rived therefrom.- If such business is
simply a branch of the activities carried
on by'such person, the securities inven-
toried as here provided may include only
those held for purposes of resale and not
for investment. Taxpayers who buy and
sell or hold securities for Investment or
speculation, irrespective of whether such
buying or selling constitutes the Carrying
on of a trade or business, and officers of
corporations and members of partner-
ships who in their Individual capacities
buy and. sell securities, are not dealers in
securities within the meaning of this
rule.

§ 29.22 (c)-6 Inventories of livestock
raisers and other farmers. Farmers may
change the basis of their returns from
that of receipts and, disbursements to
that of an Inventorylbasis provided ad-
justments are made in accordance with
one of the two methods outlined in (a)
and (b) below. It Is optional with the
taxpayer which method is used, but, hav.
Ing electedone method, the option so ex-
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ercised will be binding upon the taxpayer
for the year for which the option is ex-
ercised and for subsequent years unless
another method be authorized by the
Commissioner.

(a) Opening and closing inventories
shall be used for the year in which the
change is made. There should be in-
cluded in the opening inventory all farm
products (including livestock) purchased
or raised'which were on hand at thle date
of the inventory, and there must be sub-
mitted with the return, for the current
taxable year an adjustment sheet for the
preceding taxable year based on the In-
ventory method, upon the amount of
which adjustment the tax shall be
assessed and paid (if any be due) at the
rate of tax in effect for that year. Ordi-
narily an adjustment sheet for the pre-
ceding year will be sufficient, but if, in
the opinion of the Commissioner, such
adjustment is not sufficient clearly to re-
flect income, adjustments for earlier
years may be accepted or required. If
it is impossible to render complete in-
ventories for the preceding year or years,
the Commissioner will accept estimates
which, in his opinion, substantially re-
flect the income -on the inventory basis
for such preceding year or years; but
inventories must not include real estate,
buildings, permanent improvements, or
any other assets subject to depreciation.

(b) No adjustment sheets will be re-
quired, but the net income for the tax-
able year in which the change is made
must be computed without deducting
from the sum of the closing inventory
and the sales and other receipts, the In-
ventory of livestock, crops, and products
at the beginning of the year: Provided,
however:

(1) That if any livestock, grain, or
other property on hand at the beginning
of the taxable year had been purchased
and the cost thereof not charged to ex-
pense, only the difference between the
cost and the selling price should be
reported as income for the year n which
sold;

(2) But if the cost of such property had
been charged to expense foi a previous
year, the entire amount received must
be reported as income for the year in
which sold.

Because of the difficulty of ascertain-
ing actual cost of livestock and other
farm products, farmers who render their
'returns upon an inventory basis may
value their inventories according to the
"farm-price method," which provides for
the valuation of inventories at market
price less direct cost of disposition. If
the use of the "farm-price method" of
valuing inventories for any taxable year
involves a change in method of valuing
inventories from that employed in prior
years, permission for such change shall
first be secured from the Commissioner
as provided in § 29.41-2. In such ease
the opening inventory for the taxable
year in which the change is made should
be brought in at the same value as the
closing inventory for the preceding tax-
able year. If such valuation of the open-
ing inventory for the taxable year in

which the change is made results in an
abnormally large income for that year,
there may be submitted with the return
for such taxable year an adjustment
statement for the preceding year. This
statement shall be based on the "farm-
price method" of valuing inventories,
upon the amount of which adjustments
the tax, if any be due, shall be assessed
and paid at the rate of tax In effect for
such preceding year. If an adjustment
for the preceding year Is not, in the opin-
ion of the Commissioner, sufficent clear-
ly to reflect income, adjustment sheets
for prior years may be accepted or re-
quired.

If returns have been made In which the
taxable net income has been computed
upon incomplete inventories, the abnor-
mality should be corrected by submitting
with the return for the current taxable
year a statement for the preceding year.
In this statement such adjustments shall
be made as are necessary to bring the
closing inventory for the preceding year
into agreement with the opening com-
plete inventory for the current taxable
year. If necessary clearly to reflect in-
come, similar adjustments may be made
as at the beginning of the preceding year
or years, and the tax, if any be due, shall
be assessed and paid at the rate of tax
in effect for such year or years.

§ 29.22 ()-7 Inventories of miners
and manufacturers. A taxpayer en-
gaged in mining or manufacturing who
by a single process or uniform series of
processes derives a product of two or
more kinds, sizes, or grades, the unit cost
of which is substantially alike, and who in
conformity to a recognized trade practice
allocates an amount of cost to each kind,
size, or grade of product, which in the
aggregate will absorb the total cost of
production, may, with the consent of the
Commissioner, use such allocated cost as
a basis for pricing inventories, provided
such allocation bears a reasonable rela-
tion to the respective selling values of the
different kinds, sizes, or grades of prod-
uct. See section 22(d) as to Inventories
under elective method.

§ 29.22 ()-8 Inventories of retail
merchants. Retail merchants who em-
ploy what is known as the "retail meth-
od" of pricing inventories may make
their returns upon that basis, provided
(1) that the use of such method is desig-
nated upon the return, (2) that accurate
accounts are kept, and (3) that such
method is consistently adhered to unless
a change Is authorized by the Commis-
sioner as provided In § 29.41-2. Under
this method the total of the retail selling
prices of the goods on hand at the end of
the year in each department or of each
class of goods is reduced to approximate
cost by deducting therefrom an amount
which bears the same ratio to such total
as:

(a) The total of the retail selling prices
of the goods included in the opening in-
ventory plus the retail selling prices of
the goods purchased during the year,
with proper adjustment to such selling
prices for all mark-ups and mark-downs,

(b) The cost of the goods included in
the opening inventoryplus the cost of the
goods purchased during the year,
bears to (a).

This amount should represent as accu-
rately as may be the amounts added to
the cost price of the goods to cover selling
and other expenses of doing business and
for the margin of profit.

A taxpayer maintaining more than
one department in his store or dealing in
classes of goods carrying different per-
centages of gross profit should not use a
percentage of profit based upon an aver-
age of his entire business, but should
compute and use In valuing his inventory
tle proper percenta-gesfor the respective
departments or classes of goods.

A taxpayer who previously has de-
termined inventories in accordance with
the foregoing, except that, to obtain a
basis of approximate cost or market,
whichever is lower, the practice has been
followed, consistently and uniformly, of
adjusting the retail selling prices of the
goods Included in the opening inventory
and purchased during the year for
mark-ups but not for mark-downs, may
continue such practice subject to the con-
ditions herein prescribed. The adjust-
ments must be bona fide and consistent
and uniform. Where mark-downs are
not included in the adjustments, mark-
ups made to cancel or correct mark-
downs shall not be included; and the
mark-ups included must be reduced by
the mark-downs made to cancel or cor-
rect such mark-ups.

In no event shall mark-downs not
based on actual reduction of retail sales
prices, such as mark-downs based on de-
preciation and obsolescence, be recog-
nized in determining the retail selling
prices of the goods on hand at the end of
the year.

A taxpayer who previously has deter-
mined inventories without following the
practice of eliminating mark-downs in
making adjustments to retail selling
prices, may adopt such practice, provided
permission to do so is obtained in ac-
cordance with, and subject to the terms
provided by, § 29Al-2. A taxpayer filing
a first return of income may adopt such
practice subject to approval by the Com-
missioner upon exAmination of the re-
turn.

IS=. 22. Goss neco-n-as amended by
recs. 1, 3, Public Salary Tax Act 1939; secs.
215 (a), 219 (a), ReV. Act 1939; secs. 110 (a),
111 (a), 112 (a), 113, 114. (a) (b), 115 (a),
110 (a), 117, 118 (a) (b), 119, 120 (a) (d),
127 (d), 134 (c), 162 (c), Rev. Act 1942; sec.
7 (a). Current Tax Payment Act 1943.1

(d) (1) A taxpayer may use the following
methed (whether or not such method has
been prescribed under subsection (c)) In in-
ventorying goods specified In the application
required under paragraph (2):

(A) Inventory them at cost;
(B) Treat thoze remaining on hand at

the dcloe of the taxable year as being: First.
thoce included In the opening inventory of
'the taxable year (in the order of acquisition)
to the extent thereof, and second, those
acquired in the taxable year; and
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(C) Treat those Included in the opening
inventory of the taxable year in which such
method is first used as having been acquired
at the same time and determine their cost
by the average cost method.

o (2) The method described in paragraph (1)
may be used-

(A) Only, in inventorying goods (required
under subsection (c) to be inventoried)
specified In an application to use such meth-
od filed at such time and In such manner
as the Commissioner may prescribe; and

(B) Only if the taxpayer establishes to the
satisfaction of the Commissioner that the
taxpayer has used no procedure other than
that specified In subparagraphs (B) and (C)
of paragraph (1) In inventorying such goods
to ascertain the income, profit, or loss of the
first taxable year for which the method de-
scribed In paragraph (1) is to be used, for
the purpose of a reaort, or statement covering
such taxable year (i) to shareholders, part-
ners, or other proprietors, or to beneficiaries,
or (ii) for cr'edit purposes.

(3) The change to,' and the use of, such
method shall be In accordance with such
regulations as the Commissioner, with the ap-
proval of the Secretary, may prescribe as
necessary in order that the use of such
method may clearly reflect income.

(4) In determining income for the taxable
year preceding the taxable year for which
such method is first used, the closing Inven-
tory of such preceding year of the goods ipeci-
fled in such application shall be at cost.

(5) If a taxpayer, having complied with
paragraph (2), uses the method described in
paragraph (1) for any taxable year, then such
method shall be used in all subsequent taxa-
ble years unless-

(A) With the approval of the Commissioner
a change to a different methqd is authorized;
or

(B) The Commissioner determines that the
taxpayer has used for any such subsequent
taxable year some procedure other than that
specified in 'ubparagraph (B) of paragraph
(1) in inventorying the goods specified in the
application to ascertain the income, profit, or
loss of such subsequent taxable year for the
purpose of a report or statement covering
such taxable year (1) to shareholders, part-
ners, or other proprietors, or beneficiaries, or
(ii) for credit purposes; and requires a change
to a method different from that prescribed in
paragraph (1) beginning with such subse-
quent taxable ybar or any taxable year there-
after.

In either of the above cases, the change to,
and the use of, the different method shall be
in ccordance with such regulations as the
Commissioner, with the approval of the
Secretary, may prescribe as necessary in order
that the use of such method may clearly
reflect Income.

(6) Involuntary liquidation and replace-
ment of inventory-(A) Adjustment of net
income and resulting tax. If, for any taxable
year beginning after December-31, 1941, and
prior to the termination of the present war
as proclaimed by the President, the closing
Inventory of a taxpayer inventorying goods
under the method provided in this subsection
reflects a decrease from the opening inventory
of such goods for such year, and if, at the
time of the filing of the taxpayer's income
tax return for such year, the taxpayer elects
to have the provisions of this paragraph apply
and so notifies the Commissioner, and if, at
the time of such election, it Is established to
the satisfaction of the Commissioner, in ac-
cordance with such regulations as the Com-
missioner may prescribe with the approval of
the Secretary, that such decrease is attributa-
ble to ,the involuntary liquidation of such
Inventory as defined in subparagraph (B),
and if the closing inventory of a subsequent
taxable year, ending not more than three

years after the termination of the present
war as proclaimed by the President, reflects
a replacement, In whole or in part, of the
goods so previously liquidated, the net In-
come of the taxpayer otherwise determined
for the year of such involuntary liquidation
shall be adjusted as follows:

(I) Increased by an amount equal to the
excess, if any, of the aggregate cost of such
goods reflected-in the opening inventory of
the year pf involuntary liquidation over the
aggregate replacement cost; or

(ii) Decreased by an amount equal to the
excess, If any, of the aggregate replacement
cost of such goods over the aggregate cost
thereof reflected In the opening Inventory of
the year of the involuntary liquidation.
The taxes imposed by this chapter and by
Subchapter E of Chapter 2 for the year of
such liquidation and for all taxable years
Intervening between such year and the year of
replacement shall be redetermined, giving
effect to such adjustments. Any increase in
such taxes resulting from such adjustments
shall be assessed and collected as a deficiency
but without interest, and any overpayment
so resulting shall be credited or refunded to
the taxpayer without interest.
I (B) Definitfon of involuntary liquidation.
The term "Involuntary liquidation," as used
in this paragraph, means the sale or.other
disposition of goods inventoried under the
method described in this subsection, either
voluntary or involuntary, coupled with a
failure on the part of the taxpayer to pur-
chase, manufacture, or otherwise produce and
have on hand at the close of the taxable year
in which such sale or other disposition oc-
curred such goods aswould, if on hand at the
close of such taxable year, be subject to- the
application of the provisions of this subsec-
tion, if such failure on the part of the tax-
payer is due, directly and exclusively, (i) tO
enemy capture or control of sources of limited
foreign supply; (ii) to shipping or other
transportation shortages; (iI) to material
shortages resulting from priorities or alloca-
tions; (iv) to labor shortages; or (v) to other
prevailing war conditions beyond the control
of the taxpayer.

(C) Replacements. If, In the case of any
taxpayer subject to the provisions of sub-
paragraph (A), the closing Inventory of the
taxpayer for a taxable year, subsequent to-the
year of involuntary liquidation but prior to
the complete replacement of the goods so
liquidated, reflects an increase over the open-
ing inventory of such goods for the taxable
year, the goods reflecting such increase shall
be considered, In the order of their acquisl-
tion, as having been acquired in replacemenxr
of the goods inost recently liquidated
(whether or not In a year of involuntary liqui-
dation) and not previously replaced, and If
the liquidation was an involuntary liquida-
tion shall be included in the inventory of the
taxpayer for the y~ar ot replacement at the
inventory cost basis of the goods replaced.

(D) Election irrevocable. An election by
the taxpayer to have the provisions of this
parag'aph apply, once made, shall be irrevo-
cable and shall be binding for the year of the
involuntary liquidation and for all determi-
nations for subsequent taxable years insofar
as they are related to the year of liquidation
or replacement.

(E) Adlustment in certain cases. If the
adjustments specified in subparagraph (A)
are, with respect to any taxable year, pre-
vented, on the date of the filing of the in-
come tax return of the taxpayer for the year
of the replacement, or within three years
from such date, by any provision or rule of
law (other than this subparagraph and other
than section 3761, relating to compromises),
such adjustments shall nevertheless be made
if, in respect of the taxable year for which the
adjustment is sought, a notice of deficiency

is mailed or a claim for refund Is filed, as
the case may be, within three yeara after the
date of the filing of the Income tax return
for the year of replacement. If, at the time
of the mailing of such notice of deficiency
or the filing of such claim for refund, the
adjustment is so prevented, then the amount
of the adjustment authorized by this para-
'graph shall be limited to the Increase or de-
crease of the tax Imposed by this chapter and
Subehapter E of Chapter 2 previously de-
termined for such taxable year which results
solely from the effect of subparagraph (A),
and such amount shall be assessed and col-
lected, or credited or refunded, In the same
manner as If it were a deficiency or an over-
payment, as the case may be, for such taxable
year and as If, on the date of the filing of
the Income tax return for the year of the ro-
placement, three years remain before the ex-
piration of the periods of limitation upon
assessment or the filing of claim for refund
for the taxable year. The tax previously de-
termined shall be ascertained in accordance
with section 734 (d). The amount to be
assessed and collected under this paragraph
In the same manner as If It were a deficiency
or to be credited or refunded in the same
manner as if it were an overpayment shall
not be diminished by any credit or sot-off
based upon any. item, inclusion, deduction,
credit, exemption, gain, or loss, other than
one resulting from the effect of subparagraph,
(A). Such amount, if paid, shall not be re-
covered by a claim or suit for refund, or suit
for erroneous refund based upon any Item,
Inclusion, deduction, credit, exemption, gain,
or loss, other than one resulting from the
effect of subparagraph (A).
I § 29.22 (d)-i Inventories under elec-
tive method. Any taxpayer permitted
or required to take inventories pursuant
to the provisions of section 22 (a), and
pursuant to the provisions of § 29.22
(c)-i to 29.22 (c)-8, inclusive, may elect
with respect to those goods specified in
his application and prbperly subject to
inventory to compute his o~pening and
closing inventories in accordance with
the method provided by section 22 (d).
Under this elective inventory method,
the taxpayer is permitted to treat those
goods remaining on hand at the close
of the taxable year as being:

First, those included in the opening
inventory of the taxable year, in the or-
der of acquisition and to the extent
thereof, and

Second, those acquired during the tax-
able year.

This elective inventory method Is not
dependent upon the character of the
business in which the taxpayer is en-
gaged, or upon the identity or want of
identity through commingling ol-any of
the goods on hand, and may be adopted
by the taxpayer as of the close of any
taxable year.

If the elective inventory method is used
by a taxpayer who regularly and con-
sistently, in a manner similar to hedging
on a futures market, matches purchases
with sales, then firm purchases and sales
contracts (i. e., those not legally subject
to cancellation by either party) entered
into at fixed prices on or before the date
of the inventory may be included in pur-
chases or sales, as the case may be, for
the purpose of determining the cost of
goods sold and the resulting profit or loss,
provided that this practice is regularly
and consistently adhered to by the tax-

14908



FEDERAL REGISTER, Wednesday, November 3, 1943

payer and that, in the opinion of the
Commissioner, income is clearly reflected
thereby.

§ 29.22 (d)-2 Requirements incident
-to adption and use of elective method.
The adoption and use of the elective in-;
ventory method is, by section 22 (d) and
regulations thereunder, made subject to
the following requirements:

(a) The taxpayer shall file an applica-
tion to use such method specifyingwith
particularity the goods to which it is to
be applied;

(b) The inventory shall be taken at
cost regardless of market values;

(c) Goods of the specified type In-
cluded in the opening inventory of the
taxable yearfor which the method is first
used shall be considered as having been
anquired at the same time and at a unit
cost equal to the actual cost of the aggre-
gate divided by the number of units on
hand. The actual cost of the aggregate
shall be determined pursuant to the in-
ventory method employed by the tax-
,payer under the regulations applicable
to the preceding taxable year with the
exception that restoration shall be made
-with respect to any write-down to mar-
-ket values resulting from the pricing of
,former inventories;

(d) Goods of the specified type on
hand as of the close of the taxable year
in excess of what were on hand as of the -
beginning of the taxable year shall be in-
cluded in the closing inventory, regard-
less of identification with specific in-
,voices, at costs determined as follows:

(1) By reference to the actual cost of
the goods most recently purchased or
produced;

(2) By reference to the actual cost of
-the goods purchased or produced during
-the taxable year in the order of acquisi-
tion;

(3) By application of an average unit
cost equal to the aggregate cost of, all of
the goods - purchased or produced
-throughout the taxable year divided by
the total-number of units so purchased
or produced, the goods reflected in such
inventory increase being considered for
the purposes of section 22 (d) as having
been acquired all at the same time; or

(4) Pursuant to any other proper
method which, in the opinion of the
Commissioner, clearly reflects income.
Whichever of the several methods of
valuing the inventory increase is'adopted
by the taxpayer and approved by the
Commissioner shall be consistently ad-
hered to in all subsequent taxable years
so long as the elective inventory method
is used by the taxpayer;

Example (1). Suppose that the taxpayer
adopts the elective Inventory method for the
taxable year 1942 with an opening nventory
of 10 units at 10 cents per unit, that it makes
1942 purchases of 10 units as follows:

January 1 @ 11=11
April - 2 @ 12=24
July 3 @ 13=39
October 4 @ 14=56

Totals: 10 - 130
and that it has a 1942 closing Inventory of
15 units. -This closing inventory. depending
-upon the taxpayer's method of valuing n-
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ventory increases, will be computed as fol-
low$:

(a) Most recent purchase,-
10 @ 10 -100
4 @ 14 (October) - 56
1 @ 13 (July) - 13

Totals: 15 109
or

(b) In order of acquisition-
10 @ 10 -100
1 @ 11 (January) - 11
2 @12 (April) - 24
2 0213 (July) - 20

Totals: 15 101
or

(c) At an annual average-
10 @ 10 -100

5 @ 13 (130/10) - CS

Totals: 15 165

Examplc (2). Suppose, In addition to the
facts stated In example (1), that there is a
1943 closing Inventory of 23 units. This cloz-
lIng Inventory, being determined wholly by
reference to the opening inventory, and being
taken in the order of acquisition, and depend-
Iag upon the taxpayer's method of valuing
its inventory increae for the preceding tax-
able year, will be computed as follov:

(a) In case the ncrease was taken as most
.recent purchases-

10 o10 (from 1941) -100
1 @ 13 (July, 192) - 13
2 Ca 1-1 (October, 19-2) - 28

Totals: 13 141
or

(b) In caca the jnacrease was taken In order
of acquisition-

10 @ 10 (from 1911.) -100
1 c 11 (January, 192) = 11
2 c 12 (April, 1942) - 21

Totals: 13 135
or

(c) In case Increase was tken on basis of
an average-

10 2 10 (from 1941) -100
3 (D 13 (from 1M2) = 39

Totals: 13 139

(e) The taxpayer shall establish to
the satisfaction of the Commissioner
that the taxpayer, in ascertaining in-
come, profit, or loss for the taxable year
for which the elective inventory metHod
is first used or for any subsequent tax-
able year, for credit purposes or for the
purpose of reports to shareholders, part-
ners, or other proprietors, or to bene-
ficlaries, has not used any inventory
method other than that referred to in
§" 29.22 (d)- or at variance with the
requirement referred to in paragraph
(c) of this section, the taxpayer's ue of
market value In lieu of cost or his issu-
ance of reports or credit statements cov-
ering a period of operations less than
the whole of the taxable year not being
considered at variance with this require-
ment;

(f Goods of the specified type on hand
as of the close of the taxable year pre-
ceding the taxable year for which this
inventory method is first used shall be
included in the taxpayer's closingnven-
tory for such preceding taxable year at
cost determined in the manner pre-
scribed in paragraph (c) of this section;

(g) The elective inventory method,
once adopted by the taxpayer with the
approval of the Commissioner, shall be
adhered to in all subsequent taxable
years unless:

(1) A change fo a different method is
approved by the Commissioner; or

(2) The Commisoner determines
that the taxpayer, in ascertaining in-
come, profit, or loss for the whole of any
taxaxle year subsequent to his adoption
of the elective inventory method, for
credit purposes or for the purpose of
report to shareholders, partners, or
other proprietors, or to beneficiaries, has
used any inventory method at variance
with that referred to in § 29.22 (d)-1 and
requires of the taxpayer a change to a
different method for such subsequent
taxable year or any taxable- year there-
after; and

(h) The records and accounts em-
ployed by the taxpayer in keeping his
books shall be maintained in conformity
with the inventory method referred to
in § 29.22 (d)-1; and such supplemental
and detailed inventory records shall be
maintained as will enable the Commis-
sioner readily to verify the taxpayer's
inventory computations as well as his
compliance with these several require-
ments.

§ 29.22 (d)-3 Time and manner of
making election. The elective inven-
tory method may be adopted and used
only if the taxpayer files with his return
for the taxable year .as of the close of
which the method is firt to be used (or,
if such return is filed prior to March 10,
1943. the ninetieth day after the ap-
proval of Treasury Dacision 5199, then
at any time prior to such date), in trip-
licate on Form 970, and pursuant to the
Instructions printed thereon and to the
requirements of this section, a statement
of his election to use such inventory
method. Such statement shall ba ac-
companiled by an analysis of all inven-
torics of the taxpayer as of the begin-
ning and-as of the end of the taxable
year for which the elective methed is
proposed first to be used, and also as of
the beginning of the preceding taxable
year. In the case of a manufacturer,
this analysis shall show in detail the
manner in which costs are computed
with respect to raw materials, goods in
process, and finished goods, segrezating
the products (whether in process or
finished goods) into natural groups on

.the basis of either (1) similarity in fac-
tory processes through which they pass,
or (2) simllariy of raw materials used,
or (3) similarity in style, shape, or use
of finished products. Each group of
products shall be clearly described. -

The taxpayer shall submit for the con-
sideration of the Commissioner in con-
nection with the taxpayer's adoption or
use of the elective inventory method
such other detailed information with re-
spect to his business or accounting sys-
tem as may be at any time requested by
the Commissioner.

As a condition to the taxpayer's use
of the elective inventory method, the
Commissioner may require that the
method be used with respect to goods
other than those specified in the tax-
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payer's statement of election if, in the
opinion of the Commissioner, the use of
such method with respect to such other
goods is essential to a clear reflection
of income.

Whether or not the taxpayer's appli-
cation for the adoption and use of the
elective inventory method should be ap-
proved, and whether or not such method,
once adopted, ma , be continued, and the
propriety of all computations incidental
to the use of such method will be deter-
mined by the Commissioner in connec-
tion with the examination of the tax-
payer's returns.

§ 29.22 (d)-4 Adjustments to be made
by taxpayer. A taxpayer may not change
to the elective method of taking inven-
tories unless, it the time he fles his ap-
plication fot the adoption of such meth-
od, he agrees to such adjustments inci-
dent to the change to or from such
method, or incident to the use of such
method, in the inventories of prior tax-
able years or otherwise, as the Commis-
sioner upon the examination of the tax-
payer's returns may deem necessary in
order that the true income of the tax-
payer will be clearly reflected for the
years involved.

§ 29.22 (d)-5 Revocation o1 election.
:An election made to adopt and usethe
elective inventory method is irrevocable,
and the method once adopted shall be
used In all subsequent taxable years, un-
less the use of another method be re-
quired by the Commissioner, or author-
ized by him pursuant to a written appli-
ation therefor filed with him as provided
in § 29.41-2.

§ 29.22 (d)-6 Change from elective
inventory method. If the-taxpayer is
granted permission by the Commissioner
to discontinue the use of the elective
method of taking inventories, and there-
after to pursue some other method, or if
the taxpayer Is required by the Commis-
sioner to discontinue the use of the elec-
tive method by reason of the taxpayer's
failure to conform to the requirements
detailed in § 29.22 (d)-2, the inventory
of the specified goods for the first tax-
able year affected by the change and for
each taxable year thereafter shall be
taken:

(a) In conformity with the method
used by the taxpayer under section 22
(c) in inventorying goods not included
in his elective inventory computations;
or (b) If the elective inventory method
was used by the taxpayer with respect
to all of his goods subject to inventory,
then in conformity with the inventory
method used by the taxpayer prior to his
adoption of the elective inventory meth-
od; or

(c) If the taxpayer had not used in-
ventories prior to his adoption of the
elective inventory method and had no
goods currently subject to inventory by
a method other than the elective method,
then in conformity with such inventory
method as may be selected by the tax-
payer and approved by the Commis-
sioner as resulting in a clear reflection
of income; or

(d) In any event, in conformity with
any inventory method to which the tax-
payer may change pursuant to applica-
tion approved by the Commissioner.

§ 19.22 (d)-7 Involuntary liquidation
and replacement. If prevailing war con-
ditions beyond the control of the tax-
payer should render it Impossible during
the period of the war for a taxpayer using
the elective inventory method to have on
hand at the close of the taxable year a
stock of merchandise in kind and de-
scription like that included in the open-
ing inventory for the year, or in a
quantity equal to that of the opening
inventory, the resulting inventory de-
crease for the year will .be regarded, at
the election of the taxpayer, as reflecting
an involuntary liquidation subject to re-
placement. If the taxpayer notifies the
Commissioner at the time of-filing his in-
come tax return for the year of the liqui-
dation that he intends to effect a re-
placement of the liquidated stock, in
Whole or in part, and that he desires to
have applied in his case the involuntary
liquidation and replacement provisions
of section 22 (d) (6), and if he establishes
to the satisfaction of the Commissioner
the involuntary character of the liquida-
tion to which his stock has been sub-
jected, effect shall be given, when re-
placement-has been made, to an adjust-
ment of net income for the year of
liquidation to the extent of the differ-
ence between the replacement costs in-
curred and the original inventory cost of
the base stock inventory liquidated. If
the replacement costs exceed such in-
ventory costs, the net income of the tax-
payer otherwise computed shall be re-
duced by an amount equal to such excess.
If the replacement costs are less than
the inventory costs, net income other-
wise computed shall be increased to the
extent of such difference. Any de-
ficiency in the income or excess profits
tax of the taxpayer, or any overpayment
of such taxes, attributable to such adjust-
ment shall be assessed and collected by
the Commissioner or credited or refund-
ed to the taxpayer without interest.

The statutory provisions affording
recognition to the involuntary character
ofoinventory decreases which become ap-
parent in war years and authorizing for
tax purposes a replacement of the items
of merchandise so liquidated are limited
in their application to liquidations oc-
curring in taxable years beginning prior'
to the termination of the present war as,
proclaimed by the President, and to in-
ventory replacements effected in taxable
years ending not more than three years
after the termination of the war so pro-
claimed.

A failure on the part of the taxpayer
to have on hand in his closing inventory
for the taxable year merchandise of the
kind, description, and quantity of that
reflected in his opening inventory will be
considered as an involuntary liquidation
only if it is established to the satisfaction
of the Commissioner that such failure is
due wholly to his inability to purchase,
manufacture, or otherwise produce and
procure delivery of such merchandise
during the taxable year of liquidation by

reason of prevailing war conditions, such
as (I) enemy .capture or control of
sources of limited foreign supply; (ii)
shipping or other transportation short-
ages; (ili) material shortages resulting
from priorities or allocations; (iv) labor
shortages; and (v) similar war conditions
beyond the control of the taxpayer. A
voluntary shift by the taxpayer, in the
exercise of business judgment, to mer-
chandise of a different character, de-
scription, or use, or to merchandise proc-
essed out of a substantially different kind
of raw materials while raw materials of
the type originally used are still avail-
able will not be considered as an invol-
untary liquidation notwithstanding the
fact that such a shift In merchandise
stocked was prompted by a shifting mar-
ket demand attributable to war condi-
tions. The term "involuntary liquida-
tion" presupposes a physical inability to
maintain a normal Inventory as distin-
guished from a financial or business dis-
inclination on the part of the taxpayer
to do so.

If the taxpayer would have the in-
voluntary 'liquidation and replacement
provisions applicable with respect to any
inventory decreases suffered during war
years, he must so elect at the time of
filing his~income tax return for the year
reflecting the decrease. In making such
election, the taxpayer shall attach to

Is return and make a part thereof a
statement setting forth the following
matters: (1) the wish of the taxpayer
to Invoke the involuntary liquidation
and replacement provisions; (2) a de-
tailed list or other identifying descrip-
tion of the Items of merchandise claimed
to have been subjected to involuntary
liquidation and the extent to which re-
placement is intended; (3) the circum-
stances relied upon as rendering the tax-
payer unable to maintain throughout the
taxable year a normal inventory of the
items involved; (4) detailed proof of such
circumstances to the extent that they
may not be the subject matter of com-
mon knowledge; and (5) a full descrip-
tion of what efforts were made on the
part of the taxpayer to effect replace-
ment during the taxable year and the re-
sult of such efforts.

The election of the taxpayer to treat
an involuntary decrease of Inventory as
subject to the replacement adjustments
is to be exercised separately for each tax-
able year reflecting such a decrease, and
the election, once exercised with respect
to a given year, shall be Irrevocable with
respect to the particular decrease in-
volved and its prospective replacement,
and shall be binding for the year of
liquidation, the year of replacement, and
all intervening and subsequent years to
the extent that such Intervening and
subsequent years are affected by the ad-
justments authorized. The ultimate re-
placement and the resulting adjustment
for the year of liquidation may have
consequences, anong others, in the
earnings and profits of Intervening years
and the inventory accounts of subse-
quent years. Adjustments are to be
made for the intervening and subsequent
years contistent with the adjustments
made for the year of liquidation. De-
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tailed records shall be maintained such
as will enable the Commissioner, in his
examination of the taxpayer's returns
for the year of replacement, readily to
verify the extent of the Inventory de-
crease claimed to be-involuntary in char-
acter and the facts upon which such
claim is based, all subsequent inventory
increases and decreases, and all other
facts material to the replacement ad-
justment authorized.

Notwithstanding the ultimate pur-
chase price- or the cost of production
ultimately incurred by the taxpayer in
effecting replacement of a stock invol-
untarily liquidated, the merchandise re-
flecting the replacement shall be in-o
eluded in the closing inventory for the
year of replacement, and in that of sub-
sequent taxable years, at the Inventory
cost figure of the merchandise replaced.

The goods reflected in any inventory
increase in a year subsequent to a year
of involuntary liquidation, to the ex-
tent that they constitute items of the
kind and description liquidated in prior
years, whether or not in a year of invol-
untary liquidation, shall be deemed, in
the order of their acquisition, as having
been acquired by the taxpayer in replace-
ment of like goods most recently liq-
uidated and not previously 'replaced.
To the extent that the items of increase
are allocated to Items liquidated volun-
tarily, no adjustment will be required or
permitted. Such replacement merchan-
dise will be carried in the inventory at
its actual cost of acquisition. To the
extent that replacements are allocated
to items involuntarily liquidated, how-
ever, the provisions of this section shall
apply;-both with respect to adjustments
for the year of liquidation and other tax-
able years affected and with respect to
inventory computations for the year of
replacement and all subsequent taxable
years.

In some cases it may appear at the
time of the filing of the Income tax re-
turn for the year of replacement, or at
the time of the Commissioner's exam-
ination of such return, that an adjust-
ment with respect to the income or excess,
profits taxes for the year of the invol-
untary liquidation, or for some interven-
ing taxable years, is prevented by the.
running of the statute of limitations, by
the execution of a closing agreement, by
virtue of a court decision which has be-
come final, or by reason of some other
provision or rule of law other than sec-
tion 3761 relating to compromises and
other than the inventory replacement
provisions. The adjustments provided
for in connection with the involuntary
liquidation and replacement of inventory
shall nevertheless be made, but only if,
within a period of three years after the
date of the filing of-the income tax re-
turn for the year of replacement, a no-
tice of'deficiency is mailed or a claim for
refund is filed. No credit or refund will
be allowed under such circumstances,
whether within or without such 3-year
period, in the absence of a claim for
refund duly filed; nor will a resulting
deficiency be assessed or collected under
section 272 (d) relating to waivers of re-
strictions. The issuance of the statutory

notice of deficiency or the illing of a
claim for refund are statutory conditions
upon which depend the provisions of sub-
paragraph (E) of the liquidation and re-
placement enactment. The adjustment
authorized by subparagraph CE) is imr-
Ited further to the tax attributable solely
to the replacement -adjustments. The
amount of the adjustment shall be com-
puted by reference to the amount of the
tax previously determined, and without
regard to factors affecting the taxable.
year involved to which no effect was
given in such prior determination. The
tax previously determined shall be as-
certained In accordance with the prin-
ciples stated in section 734 (d) and those
sections of the regulations prescribed
thereunder. Any deficiency paid or any
overpayment credited or refunded un-
der these circumstances shall not be sub-
Ject to recovery on a claim for refund
or a suit for the recovery of an erroneous
refund in any case in which such claim
or suit is based upon factors other than
those giving rise to the adjustments
made.

iSse. 22. Gaos n=cozx-- amended by
secs. 1, 3, Public Salary Tax Act 1939; sacs.
215 (a), 219 (a), Rev. Act 1939; sec3. 110 (a),
111 (a), 112 (a), 113, 114 (a) (b), 116 (a),
116 (a), 117, 118 (a) (b). 119, 120 (a) (d).
127 (d), 131 (c), 162 (c), Rev. Act. 192; sec.
7 (a), Current Tax Payment Act 1941.1

(e) Distributions by corporations. DiLtri-
butions by corporations shall be taxable to
the shareholders as provided In scctlon 115.

(f) Determination of gain or loss. In tho
case of a sale or other disposition of property,
the gain or loss shall be computed as provided
in section 111.

(g) Gross incoo frontm sources within and
without United states. For computation of
gross Income from sources within and with-
out the United States, see cection 119.

(h) Foreign personal holding compaonies.
For provisions relating to grass Income of for-
eign personal holding companc3 and of their
shareholders, see 1ectlon 3,4.

(1) Consent dividends. For Inclusion in
gross Income of amounts speci ied in share-
holders' consents, see ection 28.

(j) Income from iortgags miadc or obliga-
tions issued by foint stecl: land banls. For
taxable status of Income derived from mort-
gages made or obligations Issued by joint
stcck land ban3s, see cection 37 9.

(k) Alimony, ec., income. In the caso of
a wife who Is divorced or legally separated
from her husband under a decree of divorce
or of separate maintenance, periodic pay-
ments (whether or not mode at regular inter-
vals) received subsequent to such decree in
discharge of, or attributable to property trans-
ferred (in trust or othcrwl) in discharge
of a legal obligation which, because of the
marital or family relationship, i- impozed
upon or Incurred by such husband under such
decree or under a written instrument Inci-
dent to such divorce or separation rhal be
includible in the Crozs Income of such wife,
and such naounts received as are attributa-
ble to property so transferred rball not be
Includible in the gro:s Income of such hus-
band. This subsection Ehall not apply to that
part of any such periodic payment rhich the
terms of the decree or written Instrument
ftx, In terms of an amount of money or a
portion of the payment, as a sum which Is
payable for the.upport of miner chlldrem
of such husband. In case any such periedlo
payment is lem than the amount specIfled In
the decree or written, instrument, for the
purpose of applying the preceding cantence,
sucl; payment, to the extent of auch sum

payable for such support , sb be considered
a payment for such support. Installment
payments dlscharging a part of an obligatio
the principal sum of which i", in terms of
money or property, specified in the decrea
or instrument shaH not be considered parl-
cdlo payments for the purposes of this sub-
section; except that an installmnt payment
Pball be considered a periodic payment for
tho purpwea of this subsection If such princi-
pal sum, by the terms of the decree or Instrn-

ent, may ba or s to be paid vthin a period
ending more than 10 years from the date of
such decree or instrument. but only to thq
extent that such installment payment for
the taxable year of the wife (or if more thUan
one such Installment payment for such taxa-
ble year Is received during such taxable yea4
the aggregate of such installment payments)
does not exceed 0 per centun of such princi-
pal sum. For the purposes of the preceding
sentence, the portion of a payment of thE
principal sum which Is allocable to a period-
after the taxable year of the wife in which it
is received shall be considered an installment
payment for the taxabe year In which it is
received. (In cases where-such prlcdIc p3y-
ments are attributable to property of am
estate or property held in trust, see section
171 (b).) [lor:: Under section 120 (g) of
the Revenue Act of 1942 this provision Is
applicable only with respect to taxable years
beginning after December 3, 1941; except
that If the first taxable year beginning alter
December 31. 1941, of the husband does not
begin on the rame day as the first taxable
year beginning after December 31, 1941, of
the wife, this provision shall first become
applcabla in the case of the husband on the
irst day of the wife's first taxable year begin-
ning after December 31, 1941, regardless of
the taxable year of the husband In which
such day alls.1

§ 29.22 (W--1 Alimony and separaft
maintenance payments; income to for-i
nerw fe--(a) IngeneraL Section22 (k)
provides rules for treatment in certain
cases of payments in the nature of or
in lieu of alimony or an allowance for
support as between spouses who are di-
vorced or legally separated under a court
order or decree. For convenience, the
payee spouse will hereafter in this sec-
tion of the regulations be referred to as
the "wife" and the spouse from whom she
Is divorced or legally separated as the
"husband."' See section 3797 (a) (17).

In general, section 22 () requires the
Inclusion in the gross income of the wife
of periodic payments (whether or not
made at regular intervals) received by
her after the decree of divorce or of sep-
arate maintenance. Such periodic pay-c
ments may be received from either of the
two following sources:

(1) In discharge of a legal obligation
which, because of the marital or family
relationship, is imposed upon or incurred
by the husband, or

(2) Attributable to property trans-
ferred (in trust or otherwise) in dis-
charge of a legal obligation which, be.,
cause of the marital or family relation-
ship, Is Imposed upon or incurred by the
husband.

The obligation of the husband must be
imposed upon him or assumed by him
(or made specific) under either of the
following:

(I) A court order or decree divorcing
or legally separating the husband and
wife, or

(2) A written instrument incident to,
such divorce or legal separation.
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.The periodic payments received by the
Wife attributable to property so trans-
ferred and includible in her income are
not to be included in the gross income-
of the husband. See also § 29.171-1 In
cases where such.periodic payments are
attributable to property held in trust.

The purpose and effect of section 22
'(k) may be illustrated, in general, by the
following examples, in which it is as-
sumed that the husband and wife make
their Income tax returns on the calendar
year basis:

Example 1. W sues H for divorce in 1942.
The court awards W temporary alimony of
$25 a week pending the final decree. On
September 1, 1942, the court grants W a
divorce and awards her $200 a month per-
manent alimony. No part of the $25 a week
temporary alimony received prior to the de-
cree Is includible'in W's income under sec-
tio4 22 (k), but the $200 a month received
during the balance of 1942 by W is includible
in her income for 1942. Under section 23
(u), H is entitled to deduct such $200 pay-
ments from his income.

Example 2. W files suit for divorce from H.
In consideration of W's promise to relinquish
all marital rights and not to make public H's
financial affairs, H makes a legally binding
promise In wrlting to W to pay to her $200 a
month if a final decree of divorce is ranted
without any pfovision for alimony. Accord-
ingly, W does not request alimony and no
provision for alimony is made under a final
decree of divorce entered prior to 1942. Dur-
ing 1942, H pays W $200 a month, pursuant
to the promise. The $2,400 thus received by
W Is Includible in ,her gross income under

- the provisions of section 22 (k). Under sec-
tion 23 (u), H Is entitled to a deduction of
$2,400 from his gross income.

Example (3). H and W enter into an ante-
nuptial agreement, under which,, in con-
sideration of W's relinquishment of all
marital rights (including dower) in H's
property, and, in order to provide for W's sup-
port and household expenses, H promises to
pay W $200 a month for her life. Ten years
after their marriage, W sues H for-divorce
but does not ask fot or obtain alimony be-
cause of the provision already made for her
support in the antenuptial agreement.
Likewise, the divorce decree is silent as to
such agreement and H's pbligation to support
W. Section 22 (k) does not apply to such
a case. If, however, the decree were modi-
fied so as to refer to the antenuptial agree-
ment, or lf.at the time of the divorce, ref-
erence had been made to the antenuptial
agreement in the court's decree or in a writ-
ten Instrument incident to the divorce, sec-
tion 22 (k) would require the inclusion of the

* payments received by W after the decree In
her Income for taxable years beginning after
December 31, 1941. (As to including such
payments In the wife's income, if made by a
trust created under the antenuptial agree-
ment, regardless of whether referred to In
the decree or a later instrument, see
§ 29.171-1.)

Section 22 (k) applies only where the
legal obligation being discharged arises
out of the family or marital relationship
In recognition of the general obligation
to support, which is made specific by the
instrument or decree. Thus, section
'22 (k) does not apply to that part of any
periodic payment which is attributable to
the repayment by the husband of, for
example, a bona fide loan-'previously
made to him by the wife, the satisfaction
of which is specified in the divorce de-
cree as a part of the general settlement
between the husband and wife.

Periodic payments are includible in
the wife's income under section 22 (k)
only for the taxable year in which re-
ceived by her. As to such amounts, the
wife is to be treated as if she makes her
income tax returns on the cash receipts
and disbursements basis, regardless of
whether she normally makes such re-
turns on the accrual basis. However, if
the, periodic payments described in sec-
tion 22 (k) are to be made by an estate

- or trust, such periodic payments are to be
included in the wife's taxable year in
which they are includible according to
the rules as to income of estates and
trusts provided in sections 162, 164, and
171(b), whether or not such payments
are made out of the income of such
estates or trusts.

(b) Alimony income attributable to
property. The full amount of periodic
payments received under the circum-
stances described in section 22 (k) is re-
quired to be included in the gross income
of the recipient whether such amounts
are derived, in whole or in part, from in-
come received or accrued by the scurce
to which such payments are attributable.

* Thus, it matters not that such payments
,are attributable to property in trust, to
life insurance, endowment, or annuity
contracts, or to any other Ainterest in

-property, or- are-paid directly or indi-
rectly by- the obligor husband from his

' income or capital. For example, if in
order to meet an alimony obligation of
$500 a month, the husband purchases or
assigns for the benefit of his former wife
a commercial annuity contract paying
such amount, the full $500 a month re-
ceived by the wife is-includible in her in-
come, and no part of such amount, is in-

- cludible in the husband's income or de-
ductible by him. See section 22 (b) (2)

- (A) and § 29.22 (b) (2)-4. Likewise, if
property is transfbrred by the husband,
subject to an annual charge of $5,000,

- payable to his former wife in discharge
of his alimony obligation under the di-
vorce decree, the $5,000 received annual-
ly is, under section 22 (k), includible in
the .wife's income, regardless of whether
such amount is paid out' of income or
principal of the property.

* The same rule applies to perodic pay-
ments attributable to property in trust.
The full amount of periodic payments to
which section 22 (k) applies is includible

- in the wife's income, regardless of
whether such payments are made out of
trust income. This rule applies even
though under the law applicable to tax-
able years beginning before January 1,
1942, only the income of a trust for the
benefit of the divorced wife was taxable
to her. Such periodic payments are to
be included in the wife's income under
section 22 (k) and are to be excluded
frdm the husband's income, even though

- the income of the trust would otherwise
be includible in his income under section
22 (a), section 166, section 167, or any
other section of the Code or these regu-
lations. As to periodic payments re-
ceived by a former wife attributable to
property in trust in cases to which sec-
tion 22 (k) does not apply because the
husband's obligation is not specified in
the decree or an instrument incident

thereto, see s e c t ion 171 (a) and
§ 29.171-1.

Section 22 (k) does not apply to that
part of any periodic payment attribut-
able to that portion of any interest in
property transferred In discharge of the
husband's obligation under the decree or
instrument incident thereto, which In-
terest originally belonged to the wife, It
will apply, however, If she received such
interest from her husband In contempla-
-tion of or as anincident to the divorce
or separation without adequate and full
consideration in money or money's
worth, other than the release of the hus-
band or'his property from marital obli-

cgations. An example of the first rule is
a case where the husband and wife trans-
fers securities, which were owned by
them jointly, in trust to pay an annuity
to the wife. In this case, the full amount
of that part of the annuity received by
the wife in discharge of the husband's
-obligation under the decree, or Instru-
,ment incident thereto, Is taxable to her
'under section 22 (k), while that portion
-of the annuity attributable to the wife's
interest in the securities so transferred is
taxable to her only to the extent It Is
out of trust income, as provided in sec-
tion 162. If, however, the husband's

.transfer of an Interest In his property
to his wife, preliminary to a transfer of
-such property In discharge of his obli-
Sgation, is made In an attempt to avoid
-the application of section 22 (k) to part
of such payments received by his wife,
such transfers will be considered as a
part of the same transfer by the husband

-of his property In discharge of his obli-
gation. In such a case, section 22 (k)
will be applied to the full amount re-

-ceived by'the wife. As to periodic pay-
ments received under a joint purchase of
9, commercial annuity contract, see
§ 29.22 (b) (2)-4.

(c) Alimony installment payments.
In general, installment payments dis-
charging a part of an obligation the
principal sum of which Is, in terms of
money or property specified in the decree
of divorce or legal separation, or in an
instrument incident thereto, are not con-
sidered "periodic payments" and there-
fore are not to be Included under section
22 (k) in the wife's income. An excep-
tion to this general lule is provided, how-
ever, in cases whtre such principal sum,
by the terms of the decree or such in-
strument, may be or is to be paid within
a period ending more than 10 years from
the date of such decree or Instrument.
In such cases, the installment payment
is considered a periodic payment for the
purposes of section 22 (k) but only to the
extent that the installment payment, or
sum of the installment payments, re-
ceived during the wife's taxable year

- does not exceed 10 percent of the prin-
cipal sum. This 10 percent limitation
applies to installment payments made In
advance but does not apply to delin-
quent installment payments for a prior
taxable year of the wife made during
her taxable year.

The rule as to Installment payments
may be illustrated by the following ex-
amples:
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Example (1). Under the terms of a divorce
decree; H is to pay W a gross sum of $100,000
in four annual installments. NG part of the
$100,000 is includible in Ws Income under
section 22 (k) nor deductible by H.

Example (2). A divorce decree in 1940 pro-
vides that H Is to pay V $20,000 each year for
the next 5 years, beginning with the date of
the decree and then $5,000 each year for the
next 10 years. Assuming the wife makes her
returns on the calendar year basis, each pay-
ment recelved in 1942, 1943, and 1944 Is a pe-
riodic payment under section 22 (k), but only
to the extent of 10 percent of the principal
sum of $150,000. Thus for such taxable years,
only $15,000 of the $20,000 received is Includ-
ible under section 22 (k) in the wife's income
and is deductible by the husband under sec-
tion 23 (u). For the years 1945-1954, Inclu-
sive, the full $5,00 received each year by the
wife Is includible In her income and Is de-
ductible from the husband's income.

Example (3). Under the terms of a separa-
tion agreement Incident to divorce granted in
December 1941, H agrees to payW $500 on the
1st day of each month, beginning with the
month after the decree, for 12 years. Wmakea
her income tax returns on the calendar year
basis while H makes his returns on the basis
of the fiscal year ending June 30. H makes
the promised payments in 1942 and, in addi-
tion, on-December 31, 1942, pays W $1,500 as
an advance payment of Installments for the
next three months. In the calendar year 1943,
H makes no payments at all because of flnan-
clal straits. On January 1, 194, H inherits
$15,000, which he Immediately pays to W in
satisfacti6n of-not only his back alimony in-
stallments for the last 9 months of 1943 but
also his alimony Installments for the next 21
months. The results as to H and W are s
follows:

As to W: In the calendar year-1942, W rg-
ceived $7,500. Since 10 percent of $72,000 (the
principal sum) is $7,200, only $7,200 of the

'$7,500 so received is includible in her income
for 1942. For 1943, nothing -is includible in
her Income inder section 22 (k). In 194, 7
.received $15,000. Of this amount $4 600 is in
payment of back installments and, therefore,
Is includible without limitation in her income
for 1944 Of the balance of $10,500, only $7,200
-is fncludible In her income for 1944.

As to H: For the taxable year ended June
-20, 192,H paid $6,000, of which only $3,00Q Is
deductible by H since only that much of the

-$6.000 was paid in the-wife's first taxable ydar
beginning nfter December 31, 1941. In the
taxable year ended June 30, 19413, H paid W
$4,500, which, not being In excess of 10 percent
of the principal sum, is deductible for such
year. In his taxable year ended June 30,
194, H paid $15,000; of -which $11,700 (the'
sum of $4,500 and $7,200) Is deductible.

(d) Payments for support of minor
children. Section 22 (k) does not apply
to that part of any periodic payment
which, by the terms of the decree or the
written instrument under section 22 (k),
is specifically designated as a sum pay-
able for the support of minor children
of the husband. The statute prescribes
the treatment in cases where an amount
or portion is so xed but the amount of
any periodic payment is less than the
amount of theperiodic payment specified
to be made. In such cases, to the extent

- of the amount which would be payable
for the support of such children out of
the originally specified periodic pay-

-ment, such periodic payment is consid-
ered a payment for such support. For
example, if the husband is by terms of
the decree required to pay $200 a month
to his divorced wife, $100 of which Is
designated by the decree to-be for the
support of-their minor children, and the

husband pays only $150 to his wife, $100
Is nevertheless considered to be a pay-
ment by the husband for the support of
the children. If, however, the periodic
payments are received by the wife for the
supporb and maintenance of herself and
of minor children of the husband with-
out such specific designation of the por-
tion for the support of such children,
then the whole of such amounts is In-
cludible in the income of the wife as pro-
vided in section 22 (W). Except in cases
of a designated amount or portion for
the support oftthe husband's minor chil-
dren, periodic payments described in sec-
tion 22 (k) received by the wife for her-
self and any other person or persons are
includible in whole in the wife's income,
whether or not, the amount or portion
for such other person or persons Is desig-
nated. As to treatment of such amounts
with respect to credit for dependents
and head of family exemption, see sec-
tions 25 (b) (2) (A) and 401 (a) (2) and
§§ 29.25-4 and 29.25-6.

ISre. 22. Gnoss nco-m--s amended by
secs. 1, 3, Public Salary Tax Act 19; secs.
215 (a), 219 (a), Rev. Act I939; rces. 110 (a),
111 (a), 112 (a). 113, 111 (a) (b), 115 (a),
116 (a), 117, 118 (a) (b), 110, 120 (a) (d),
127 (d), 134 (c), 162 (c), Rev. Act 19U; ree.
7 (a), Current Tax Payment Act 1043.]
(1) Income of decedenta. For ncluaion in

gross income of certain amounts which con-
stituted gross income in rpect of a dece-
dent, see section 120.
Szc. 23. x)=ucr ,S =.oZ GMOS3 n.0o=a [as

amended by secs. 211 (a). 224, Rev. Act. 1939;
sees. 301, 508 (b), 2d Rev. Act 1940; cee, 10
(b), 1ceas Profits Tax amendments 1941;
sec. 202 (a), Rev. Act 141; scs. 105 (Q), 120
(b), 121 (a) (c), 2, 123 (a), 124 (a), 12,
026 (a), 127 (a) (c), 128, 134 (d). 153 (b),

162 (b), Rev. Act 19421.
In computing net income there shall be

alloved as deductions:
(a) Ezpcnscs-(1) Trade or busfnes ex-

penscz-(A) In generaL All the ordinary
and necessary expense paid or Incurred
during the taxable year In carrying on any
trade or busness, including a reasonable al-
lowance for mlarles or other compensation
for personal services actually rendered;
traveling expense3 (including the entire
amount expended for meals and lodging)
while away from home in the purMit of a
trade or business; and rentals or other pay-
ments required to b made as a condition
to the continued use or po=.=ion, for pu-
poses of the trade or busines, of property to
which the taxpayer has not taken or is nt
taking title or in which he has no equIty.c
(B) Corporate charitable contribution=.

No deduction shall ha allowable under sub-
paragraph (A) to a corporation for any con-
tribution or gift which would be allowable as
a deduction under subsectlon (q) V'*ero It not
for the 5 per centum limitation therein con-
tained and for the requirement therein that
payment must b6 made within the taxable
year.
(C) Expenditures for adrcrtitsng and

good wil. If a corporation haa, for the pur-
pose of computing Its excess profits credit
under Chapter 2E, claimed th3 benefits of
the election provided in rctton '733. no de-
duction shall be allowable under subpara-
graph (A) to such corporation for expndl-
tures for advertising or the promotion of
good will which, under the rules and regu-
latfdns prescribed undcr section 733 (a), may
be regarded as capital investments.
(2) Non-trade or non-business cxpenses.

In the case of an Individual, all the ordinary
and necessary expenes paid or ncurrcd
during the taxable year for the production or
collection of income, or for the manago-

mcnt, conervation, or maintenance of
property held for the prcduction of income.

§ 29.23 (a)-I Business expenses. Busi-
ness expenses deductible from gross in-
come include the ordinary and necessary
expenditures directly connected with or
pertaining to the taxpayer's trade or
business, except the classes of items
which are deductible under sections
23 (b) to 23 (z), inclusive, and the regu-
lations thereunder. Double deductions
are not permitted. Amounts deducted
under one provision of the Internal
Revenue Code cannot again be deducted
under any other provision thereof. As
to charitable contributions by corpora-
tions not deductible under section 23 (a),
see § 29.23 (a)-13. The cost of goods
purchased for resale, with proper adjust-
ment for opening and closing Inventories,
is deducted from gross sales in comput-
ing gross income. (See § 29.22 (a)-5.)
Among the items included in business
expenses are management expenses,
commissions (but see § 29.24-2), labor,
supplies, incidental repairs, operating
expenses of automobiles used in the
trade or business, traveling expenses
while away from home solely in the
pursuit of a trade or business (see
§29.23 (a)-2.), advertising and other
selling expenses, together with Insur-
ance premiums against fire, storm, theft,
accident, or other similar- losses in
the case of a business, and rental for the
use of business property. Penalty pay-
ments with respect to7 Federai taxes,
whether on account of negligence, de-
linquency, or fraud, are not deductible
from gross income. The full amount of
the allowable deduction for ordinary and
necessary expenses n carrying on a busi-
ness Is nevertheless deductible, even
though such expenses exceed the gross
Income derived during the taxable year
from such business. As to items not de-
ductible under any provision of section
23, see section 24.

§29.23 Ca)-2 T-raveZing expenses.
Traveling expenses, as ordinarily under-
stood, include rdilroad fares and meals
and lodgings. If the trip is undertaken
for other than business-Doirposes, the
railroad fares are personal expenses and
the meals and lodging are living ex-
penses. If the trip s solely on business,
the reasonable and necessary traveling
expenses, including railroad fares, meals,
and lodging, are business expenses.

(a) If, then, an individual, whose
business requires him to travel, receives
a salary as full compensation for his
services, without reimbursement for
traveling expenses, or is employed on a
commlsson basis with no expense allow-
ance, his traveling expenses, including
the entire amount expended for meals
and lodging, are deductible from gross
income.

(b) If an individual receives a salar
and is also paid his actual traveling ex-
penses, he shall include in gross income
the amount so repaid and may deduct
such expenses.

(c) If an individual receives a salary
and also an allowance for meals and
lodging, as, for example, a per diem al-
lowance in lieu of subsistence, the
amount of the allowance should be In-
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eluded In gross income and the cost of
such meals and lodging may be deducted
therefrom.

A payment for the use of a sample
room at a hotel for the display of goods
Is a business expense. -Only such ex-
penses as are reasonable and necessary
in the conduct of the business and di-
rectly attributable to it may be deducted.
A taxpayer claiming the benefit of the
deductions referred to herein must at-
tach to his return a statement showing
(1) the nature of the business in which
engaged; (2) the number of days away
from home during the taxable year on
account of business; (3) the total amount
of expenses incident to meals and lodg-
ing while absent from home on business
during the taxable year; and (4) the
total amount of other expenses -inci-
dent to travel and claimed as a deduc-
tion.

Claim for the deductions referred to
herein must be substantiated, when re-
quired by the Commissioner, by evi-
dence showing in detail the amount and
nature of the expenses incurred.

Commuters' fares are not considered
as business expenses and are not de-
ductible.

§29.23 (a)-3 Cost of materials.
Taxpayers carrying materials, and sup-
plies on hand should include in expenses
the charges for materials and supplies
only to the amount that they are actu-
ally consumed and used in operation dur-
ing the year for which the return is
made, provided that the cost of such
materials and supplies has not been de-
ducted in determining the net income
for any previous year. If a taxpayer car-
ries incidental materials or supplies on
hand for which no record of consump-
tion is kept or of which physical in-
ventories at the beginning and end of
the year are not taken, it will be per-
missible for the taxpayer to include in
his expenses and deduct from gross in-
come the total cost of such supplies and
Inaterials as were purchased during the
year for which the return is made, pro-
vided the net income is clearly reflected
by this method.

§ 29.23 (a)-4 Repairs. The cost of
Incidental repairs which neither materi-
ally add to the value of the property nor
appreciably prolong its life, but keep it
in an ordinarily efficient operating con-
dition, may be deducted as expense, pro-
vided the plant or property account is
not increased by the amount of such ex-
penditures. Repairs In the nature of re-
placements, to the extent that they ar-
rest deterioration 'and appreciably pro-
long the life of the property, should be
charged against the depreciation reserve
if such account is kept. (See §§ 29.23
(D-1 to 29.23 (1)-10, inclusive.)

§ 29.23 (a)-5 Professional expenses.
A professional man may claim as deduc-
tions the cost of supplies used -by him in
the practice of his profession, expenses
paid n the operation and repair of an
automobile used in making professional
calls, dues to professional societies and
subscriptions to professional journals,
the rent paid for office rooms, the cost
of the fuel, light, water, telephone, etc.,

used in such offices, and the hire of office
assistants. Amounts currently expended
for books, furniture, and professional in-
struments and equipment, the useful life
of which is short, may be deducted.

§ 29.23 (a)-6 Compensation for Per-
sonal services. Among the ordinary and
necessary expenses paid or incurred in
carrying on any trade or business may lie
included a reasonable allowance for sal-
aries or other compensation for personal
services actually rendered. The test of
deductibility in the case ofcompensation
payments is whether they are reasonable
and are in fact payments purely for serv-
ices. This test and its practical appli-
cation may be further stated and illus-
trated as follows:

(a) Any amount paid in the form of
compensation, but not in fact as the pur-
chase price of services, is not deductible.
(1) An ostensible salary paid by a cor-
poration may be a distribution of a divi-
dend on stock. This is likely to occur in
the case of a corporation having few
shareholders, practically all of whom
draw salaries. If in such a case the
salaries are in excess of those ordinarily
paid for similar services, and the exces-
sive payments correspond or bear a close
relationship to the stock holdings of the
officers or employees, it would seem likely
that the salaries are not piid wholly for
services rendered, but that the excessive
payments are a distribution of earnings
upon the stock. (2) An ostensible sal-
ary may be in part payment for property.
This may occur, for example, where a
partnership sells out to a corporation, the
former partners agreeing to continue-in
the service of the corporation. In such
a case it may be found that the salaries
of the former partners are not merely for
services, but in part constitute payment
for the transfer of their business.

(b) The form or method of fixing com-
pensation is not decisive as to deductibil-
ity. While any form of contingent com-
pensation invites scrutiny as a possible
distribution of earnings ofthe enterprise,
it does not follow that payments on'a
contingent basis are to be treated funda-
mentally on any basis different from that
applying to compensation at a flat rate.
Generally speaking, if contingent com-
pensation is paid pursuant to a free bar-
gain between the employer and the indi-
vidual made before the services are ren-
dered, not influenced by any considera-
tion on the part of the employer other
than that of securing on fair and advan-
tageous terms the services of the indi-
vidual, it should be allowed as a deduction
even though in the actual working out of
the contract it may prove to be greater
than the amount which would ordinarily
be paid.

(c) In any event the allowance for the
compensation paid may not exceed what
is reasonable under all the circumstances.
It Is in general just to assume that rea-
sonable and true compensation is only
such amount as would ordinarily bepaid
for like services by like enterprises under
like circumstances. The circumstances
to be taken into consideration are those
existing at the date when the contract for
services was~made, not -those existing at
the date when the contract Is questioned.

§ 29.23 (a)-7 Treatment of excessive
compefisation. The income tax liability
of the recipient in respect of an amount
ostensibly paid to him as compensation,
but not allowed to be deducted as such
by the payor, will depend upon the cir-
cumstances of each case. Thus, In the
case of excessive payments by corpora-
tions, if such payments correspond or
bear a close relationship to stock hold-
ings, and are found to be a distribution of
earnings or profits, the excessive pay-
ments will be treated as a dividend. If
such payments constitute payment for
property, they should be treated by the
payor as a capital expenditure and by the
recipient as part of the purchase price.
In the absence of evidence to justify other
treatment, excessive payments for sal-
aries or other compensation for personal
services will be included in gross income
of the recipient and subjected to both
normal tax and surtax. -

§ 29.23 (a)-8 Bonuses to employees.
Bonuses to employees will constitute al-
lowable deductions from gross income
-when such payments are made in good
faith and as additional compensation for
the services actually rendered by the'
,employees, provided such payments,
when added to the stipulated salaries,
do not exceed a reasonable compensa-
tion for the services rendered. It is Im-
material whether such bonusds are paid
in cash or in kind or partly In cash and
partly in kind. Donations made to em-
ployees and others, which do not have
in them the element of compensation or
are in excess of reasonible compensation
for services, are not deductible from
gross income.

§ 29.23 (a)-9 Pensions; cd'mpensation
for injuries. Amounts paid by a tax-
payer for pensions to retired employees
or tor their families or others dependent
upon them, or on account of injuries re-
ceived by employees, and lump-sum
amounts paid or accrued as compensa-
tion for injuries, are proper deductions
as ordinary and necessary expenses.
Such deductions are limited to the
amount not compensated for by Insur-
ance or otherwise. When the amount
of the salary of an officer or employee Is
paid for a limited period after his death
to his widow or heirs, in recognition of
the services rendered by the Individual,
such payments may be deducted. As to
-deductions for payments to employees'
pension trusts, see section 23 (p).

§ 29.23 (a)-lO Rentals. If a lease-
hold is acquired for business purposes
for a specified sum, the purchaser may
take as a deduction In his return an
aliquot part of such sum each year, based
on the number of years the lease has to
run. Taxes paid by a tenant to or for
a landlord for business property are
additional rent and constitute a deduct-
ible Item to the tenant and taxable In-
come to the landlord, the amount of the
tax being deductible by the latter. The
cost borne by a lessee in erecting build-
ings or making permanent improve-
ments on ground of which he is lessee
is held to be a capital investment and
not deductible as a business expense.
In order to return to such taxpayer his
investment of capital, an annual dedu0-
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tion may be made from gross income-
of an amount equal to the total cost. of
such improvements divided by the num-
ber of years remaining of the term of
lease, and such deduction shall be in lieu
of a deduction-for depreciation. If the
remainder of the term of lease is greater
than the prollable life of the buildings
erected, or of the improvements made,
this deduction shall take the form of an
aliowance for -depreciation.

In cases in which the lease contains
an unexercised option of renewal, the
matter of spreading such depreciation or
amortization over the term of the orig-
inal lease, together with the renewal
period or periods, depends upon the
facts in the particular case. As a gen-
eral rule, unless the lease has been re-
newed or the facts show with reasonable
certainty that the lease will be renewed,
the cost or other basis of the lease or the
cost of improvements shall be spread
only over the number of years the lease
has to run, without taking into account
any right of ienewal However, if the
taxpayer for any taxable year ending
prior to December 31, 1939, has been
allowed such depreciation or amortiza-
tion on the basis of spreading the cost
or other basis of such lease or improve-
ments over the-number of years thelease
has to run, including any exercised or
unexercised renewal period or periods,
and such taxable year has been closed

- on that basis. and the tax for that year
cannot be redetermined, then the tax-
payer May for subsequent taxable-years -
take deductions on such basis if within
90 days after the approval of Part 24 of
this chapter (approved December 6,
1939) or within such later period as may
be spbcified by the Commissionerhe files
Form 969, in'duplicatr, with the Com-
missioner of Internal Revenue, Wash-
ington, D. C., gttenion of the Income
Tax UnitRecords Division, signifying his
election to have deductions in respect of
such items determined upon such basis,
and expressly waives his right to claim
or rec-ive the benefits of any reduction
in his tax liability which would, result
from the allowance of deductions for
such items on the basis of only the num-
ber of years the lease has to run, without
taking into account any right of renewal,
or on any basis other than that set forth
in his election. If, in any casecthe life
of the improvements is less than the
number of -years the lease has to run,
including the renewal period if properly
to be considered, the deduction for de-
preciation with respect to such improve-
ments shall be spread only over such-life.

§ 29.23 (a)-ll Expenses of farmers,
A farmer who operates a farm. for profit
is entitled to deduct from gross income
as necessary expenses all amounts ac-
tually expended in the carrying on of
the busin ss of farming. The cost of or-
dinary tools of short life or small cost,
such as hand tools, including shovels,
rakes, etc., may be. deducted.. The cost
of feeding and raising live stock may be
treated as an expense deduction, in so far
as such cost represents Eitual outlay, but
not including the value of farm produce
grown upon the farm or the labor of the
taxpayer. Where a farmer is engaged in

producing crops which take more than
a year from the time of planting to the
process of gathering and disposal, ex-
penses deducted may, with the consent
of the Commissioner (see § 29.41-2), be
determined upon the crop basis, and such
.deductions must be taken in the year in
which the gross income from the crop
has been realized. The cost of farm
machinery, equipment, and farm build-
ings represents a capital Investment and
Is not an allowable deduction as an item
of expense. Amounts expended in the
development of farms, orchards, and
ranches prior to the time when the pro-
ductive state is reached may be regarded
as investments of capital. Amounts ex-
pended in purchasing work, breeding, or
dairy animals are regarded as invest-
ments of capital, and may be depreciated
unless such animals are included in an
inventory in accordance with § 29.22
(a)-7. The purchase price of an auto-
mobile, even, when wholly used In carry-
ing on farming operations, is not de-
ductible, but is regarded as an Invest-
ment of capital. The cost of gasoline,
repai, and upkeep of an automobile if
used wholly in the business of farming
is deductible as an expense; if used
partly for business purposes and partly
for the pleasure or convenience of the
taxpayer or his family, such cost may be
apportioned according to the extent of
,the use for purposes of business and
pleasure or convenience, and only the
proportion of such cost justly attribu-
table to business purposes is deductible
as a necessary expense. If a farm is
operated for recreation or pleasure and
not on a commercial basis, and if the en-
penses incurred in connection with the
farm are in excess of the receipts there-
from, the entire receipts from the sale of
products may be Ignored In rendering a
return of Income, and the expenses In-
curred, being regarded as personal ex-
penses, will not constitute allowable de-
ductions. (See also §§ 29.22 (a)-7, 29.23
(e)-5, and 29.23 ()-l0.)

§ 29.23 (a)-12 Depositors' guaranty
fund. Banking corporations which pur-
suant to the laws of the States in which
they are doin business are requlred to
set apart, keep, and maintain in their
banks the amount levied and assessed
against them by the State authorities as
a 'Daposltors' guaranty fund," may

-deduct from their gros income the
amount so set apart each year to this
fund; Provided, That such fund. when set
aside and carried to the credit of the
State banking board or duly authorized
State officer, ceases to be an asset of the
bank and may be withdrawn in whole
or in part upon demand by such board
or State officer to meet the needs of these
officers in reimbursing depositors in In-
solvent banks; And provtdcd further;
That no Portion of the amount thus set
aside and credited is returnable under
the laws of the State to the assets of the
banking corporation. If, however, such
amount is simply set up on the books of
the bank as a reserve to meet a contin-
gent liability and remains an asset of the
bank, it will not be deductible except as It
Is actually paid out as required by law
and upon demand of the proper State
officers.

§ 29.23 (0-13 Corporate contri-ba-
tions. No deduction is allowable under
section 23 (a) for a contribution or gift
by a corporation If any part thereof is
dedu.tible under section 23 (q). Thus,
for example, if a corporation makes a
contribution of $5,000, only $4,003 of
which Is deductible under section 23 (q)
(whether because of the 5percentlimita-

"tion or requirement of actual payment,
or both), no deduction is allowable under
section 23 (a) for the remaining $1,000.

The limitations provided in section
23 (a) (1) and this section apply only
to payments which are in fact contribu-
tions or gifts* to organizations described
In section 23 (q). For example, pay-
ments by a street railway corporation to
a local hospital (which is a charitable
organization within the meaning of sc-
tlon 23 ()) in consideration of a binding
obligation on the part of the hospital to
provide PhospitaI services and facilitis'
for the corporation's employees are not
contributions or giftswithin themeaning
of section 23 (q) and may be deductible
under section 23-(a) if the requirements
of that section are othervise satisfi-d.

.Donations to organizations other than
those described in section 23 (q) which
bear a direct relationship to the corpora-
tion's business and are made vith a rea-
sonable expectation of a financial return
commensurate with the amount of the
donation may constitute allowable de-
ductions as business expenses. por ex-
ample, a street railway corporation may
donate a sum of money to an organiza-
tion (of a class not referred to in section
23 (q)) intending to hold a convention
in the city in which it operates, with a
reasonable expectation that the holding
of such convention will augment Its in-
come through a greater number of people
using Its car

§ 29.23. (a-14 Ezxpenditures for ad-
vertlsing Or Promotion, Of good will. A
corporation which has for the purpose
of computing its excess profits credit,
elected under sectio 733 to charge to
capital account expenditures for adver-
tising or the promotion of good wil
which may be regarded as capital invest-
ments and which were deducted for tax-
able years beginning after December 31,
1935, and prior to January 1. 194 0, may
nob deduct simiTar expenditures for the
taxable year. Such a taxpayer has the
burden of proving that expenditures for
advertising or the promotion of good will
which it seeks to deduct for such later
taxable years may not be reg-arded as
capital investments under the provisions
of the regulations prescribed under sec-
tion 733. For rules for determining
what expenditures for advertising or the
promotion of good will may be regarded
as Capital investments, and for informa-
tion required to be submitted with re-
spect to such expenditures, see § 3.733-2
of this chapter.

§ 29.23 (a)-15 Nontrae or nzonbusf-
vecs expevse--(a) In general. Subject
to the quallifcations and limitations in
chapter 1 and particularly in section 24,
an expense may be deducted under sec-
tion 23 (a) (2) only upon the condition
thatz

14915



FEDERAL REGISTER, Wednesday, November 3, 1943

(1) It has been paid or Incurred by
the taxpayer during the taxable year (I)
for the production or collection of in-
come which, if and when realized, will be
required to be included in income for
Federal income tax purposes, or (ii) for
the management, conservation, or main-
tenance of property held for the produc-
tion of such income; and

(2) It is an ordinary and necessary
expense for either or both of the pur-
poses stated in (1) above.

The term "income" for the purpose of
section 23 (a) (2) comprehends not
merely income of the taxable year but
also income which the taxpayer has real-
ized in a prior taxable year or may real-
Ize in subsequent taxable years; and is
not confined to recurring income but ap-
plies as well to gains from the disposi-
tion of property. For example, if de-
faulted bonds, the interest from which
If received would be includible in income,
are purchased with the expectation of
realizing capital gain on their resale,
even though no current yield thereon is
anticipated, ordinary and necessary ex-
penses thereafter incurred in connec-
tion therewith are deductible. Similar-
ly, ordinary and necessary expenses in-
curred In the management, conservation
or maintenance of a building devoted to
rental purposes are deductible notwith-
standing that there is actully no income
therefrom in the taxable year, and re-
gardless of the manner in which or the
purpose for which the property in ques-
tion was acquired. Expenses incurred in
managing, conserving, or maintaining
property held for investment may be de-
ductible under . this provision even
though the property Is not currently
productive and there is no likelihood
that the property will be sold at a profit
or will otherwise be productive of in-
come and even though the property is
held merely to minimize a loss with re-
spect thereto. The expenses; however,
of carrying-on transactions, which do
not constitute a trade or business of the
taxpayer and are not carried on for the
production or collection of income or for
the management, conservation, or main-
tenance of property held for the produc-
tion of income, but which are carried on
primarily as a sport, hobby, or recreation
are not allowable as nontrade or non-
business expenses.

Expenses, to be deductible under sec-
tion 23 (a) (2), must be "ordinary and
necessary," which presupposes that they
must be reasonable in amount and must
bear a reasonable and proximate rela-
tion to the production or collection of
taxable income or to the management,
conservation, or maintenance of prop-
erty held for the production of income.

(b) Except for the requirement of
being ingcurred in connection with a
trade or business, a deduction under this
section is subject to all the restrictions
and limitations that apply in the case of
the deduction under section 23 (a) (1)
(A) of an expense paid or incurred in
carrying on any trade or business. This
includes restrictions and limitations con-
tained in section 24. Section 24 (a) (5)
disallows any amount otherwise allow-

able as a deduction (whether under sec-
tion 23 (a) (2) or otherwise), which is
allocable to one or more clases of tax-
exempt income, other than interest, and
has the effect in additi6n of disallowing
a deduction under section 23 (a) (2) for
amounts otherwise allowable under that
section which are allocable to tax-
exempt interest. Thus, any amount al-
locable to the production or collection
of one or more classes of income which
Is not includible in gross income or to
the management, conservation, or main-
tenance of property held for the produc-
tion of such income is not deductible
under section 23 (a) (2). Nor does sec-
tion 23 (a) (2) allow any expenses which
are disallowed by any of the provisions
of chapter 1.

Capital expenditures, and expenses of
carrying on transactions which do not
constitute atrade or business of the tax-
payer and are not carried on for the pro-
duction or collection of income or for the
management, conservation, or mainte-
nance of property held for the produc-
tion of income; but which are carried on
primarily as a sport, hobby, or recrea-
tion are not allowable as nontrade or
nonbusiness expenses. The question
whether or not a transaction is carried
on primarily for the production of in-
come or for the management, conserva-
tion, or maintenance of property held for
the production or collection of income,
rather than primarily as a sport, hobby,
or recreation, is not to be determined
solely from the intention of the tax-
payer but rather from all the circum-
stances of the case, including the record
of prior' gain or loss of the taxpayer in
the activity, the relation between the
type of activity and the principal occu-
pation of the taxpayer, and the uses to
which the property or what it produces'
is put by the taxpayer.

Among expenditures not allowable un-
der section 23 (a) (2) are the followingt
Commuters' expenses; expenses of tak-
ing special courses or training; expenses
for improving pertonal appearance; the
cost of rental of a safe-deposit box for
storing jewelry and other personal ef-
fects; and expenses such as expenses in
seeking employment or in placing one-
self in a position to begin rendering per-
sonal services for compensation, cam-
paign expenses of a candidate for pub-
lic office; bar examination fees and other
expenses incurred in securing admission
to the bar, and corresponding fees and
expenses Incurred by physicians, den-
tists, accountants, and other taxpayers
for securing the right to practice their
respective professions.

Fees for services of investment counsel,
custodian fees, clerical help, office rent,
and similar expenses paid or incurred by
a taxpayer in connection with invest-
,ments held by him are deductible under
section 23 (a) (2) only if (1) they are
pald'or incurred by the taxpayer for the
production or collbction of income, or
for the management, conservation, or
maintenance of investments held by him
for the production of income; and (2)
they are ordinary and necessary under
all the circumstances, having regard to

the type of Investment and to the rela-
tion of the taxpayer to such investment.

Ordinary and riecessary expenses in
connection with the management, con-
servation, or maintenance of property
used as a residence by the taxpayer or
acquired by him for such use are not de-
ductible, even though the taxpayer makes
efforts to sell the property at a profit or
to convert It to income-producing pur-
poses, and even though the property is
not occupied by the taxpayer as a resi-
dence, unless prior to the time that such
expenses are Incurred the property has
been rented or otherwise appropriated to
income-producing purposes by some
affirmative act and has 'not been recon-
verted.

Expenditures incurred by an admin-
istrator or executor In securing the proc-
esses and orders of the court having
jurisdiction over the probate of the
estate, or in collecting the assets of the
estate (other than Income which, If and
when realized, must be reported by the
estate for income tax purposes), or in
adjusting claims against the decedent,
or in distributing.the remaining assets
to the beneficiaries, or in conserving the
assets for ultimate distribution to the
parties entitled thereto, are not de-
ductible under this section. Ordinary
and necessary expenses, however, which
are paid or incurred during the taxable
year by an administrator or executor for
the production or collection of Income
which, if and when realized, must'be re-
ported by the estate for income tax pur-
poses, such as fees for collecting rents on
property In the estate of the decedent, or
for collecting interest or dividends on
securities in that estate, or which are
paid or incurred during the taxable year
for the management, conservation, or
maintenance of property in the estate of
the decedent held for the production of
Income, the income from which, If and
when realized, must be reported by the
estate for income tax purposes, such as
expenditures for Insurance or repairs, or
expenditures of a similar nature, are de-
ductible under this section at the option
of the taxpayer notwithstanding- that
deductions therefor are allowable under
section 812 (b) in computing the gross
estate subject to the estate tax, provided
the requisite statement and waiver are
fled. See section 162 (e).)

The ordinary expenditures of adminis-
tration incurred In a receivership or
bankruptcy proceeding are not deduct-
ible. Such expenditures Include expendi-
tures incurred in the performance of the
ordinary duties of a receiver or trustee In
bankruptcy, as, for example, fees paid to
the attorney for the petitioning creditors,
fees paid to the appraisers, and disburse-
ments which are made in connection with
the proceeding and which look toward
the collection of the assets and their pres-
ervation pending ultimate distribution to
the parties entitled thereto.

Reasonable amounts paid or incurred
by a trustee on accor'nt of trustees' fees
and other expenses which are ordinary
and necessary in connection with the
production or collection of trust income
or with the management, conservation,
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or maintenance of trust Property held for
the production of income are deductible,
notwithstanding that the trust Is not en-
gaged in a trade or business.

Reasonable amounts paid or incurred
for the services of a guardian or commit-
tee for a ward or minor, and other ex-
penses of guardians and committees
which are ordinary and necessary, In con-
nection with the production or collection
of income inuring to the ward or minor,
or in connection with the management,
conservation, or maintenance of prop-
erty, held for the production of income,
belonging to the ward or minor, are de-
ductible.

It is immaterial whether the expenses
of fiduciaries are paid from the corpus of
the estate or from income. Expenses de-
rive their character not from the fund
from which they are paid, but from the
-purposes for which they are incurred.

Expenditures incurred in defending or
perfecting title to property, in recovering
property (other than investment proper-
ty and amounts of income which, if and
when recovered, must be included in in-
come), or in. developing or improving
property, constitute a part of the cost
of the property and are not deductible
expenses. -Attorneys' fees paid in a suit
to quiet title to lands are not deductible;
but if the suit is also to collect accrued
rents thereon, that portion of such fees
is deductible which is -properly allocable
to the services renderedin collecting such
rents. Expenditures incurred in protect-
ing or asserting one's rights to property
of a decedent as hei- or legatee, or as
beneficiary under a testamentary trust,
are not deductible expenses. Expendi-
tures incurred for the purpose of prepar-
ing tax returns (except tc the extent such
returns relate to taxes on property held
for the production of income), for the
purpose of recovering taxes (other than
recoveries required "to be included in in-
come), or for the purpose of resisting a
proposed additional assessment of taxes
(other than taxes on property held for
the production of income) are not de-
ductible expenses under this section, ex-
cept that part thereof which the taxpayer
clearly shows to be properly allocable to
the recovery of interest required to be in-
cluded in income.

The deduction of an item otherwise
allowable under section 23 (a) (2) will
not be disallowed simply because the tax-
payer also had an election under chap-
ter 1 to treat it as a capital expenditure,
rather than to deduct it as an expense.
(See section 24 (a) (7).) Where, how-
ever, the item may properly. be treated
only as a capital expenditure or where it
was properly so treated under an option
granted in chapter 1, no deduction Is
allowable under this section; and this is
true regardless of whether ally basis ad-
justment is allowed under section 113.

(c) The provisions of section 23 (a)
(2) are not intended in any way to dis-
allow expenses which would otherwise be
allowable under section 23 (a) (1) or the
regulations applicable thereto, or under
any other section of the Internal Reve-
nue Code or the regulations applicable
thereto. Double deductions are not per-
mitted. Amounts deducted under one

-- No. 218---6

provision of the Code cannot again be
deducted under any other provision
thereof.

§ 29.23 (a)-16 Wage and salary pay-
ments in contravention of wage and sal-
ary limitatfons not dedyctJble-(a) Gen-
eral. In any case In which a wage or
salary payment, for which a deduction
would otherwise be allowable, is deter-
mined by the National War Labor Board,
by the Secretary of Agriculture, or by the
Commissioner to have been made in con-
travention of the Act of October 2, 1942
(Public Law 729, 77th Congress), entitled
"An Act to amend the Emergency Price
Control Act of 1942, to aidin preventing
inflation, and for other purposes," as
amended by the Public Debt Act of 1943
(Public Law 34, 78th Congress), or of
the regulations, orders, or rulings pro-
mulgated thereunder, the entire amount
of such payment shall be disallowed as a
deduction. Such a payment will not be
allowed for this purpose notwithstand-
ing that the same payment is also disal-
lowed (1) for the purpose of determining
costs or expenses of an employer for the
purpose of some other law or regulation,

-either heretofore or hereafter promul-
gated, including the Emergency Price
Control Act of 1942, or any maximum
price regulation thereof; or (2) for the
purpose of determining costs or expenses
under any contract made by or on behalf
of the United States.

(b) Amount of illegal wage or salary
payment not deductiblc-(1) Unauthor-
ized wage or salary increases. In the
case of a wage or salary increased in con-
travention of the Act, or of the regula-
tlons, rulings, or orders referred to under
paragraph (a) of this section, the
amount which is not to be allowed as a
deduction under this section Is the
amount of the wage or salary actually
paid or accrued by the employer at the
increased rate and not merely an amount
representing the increase in such wage or
salary. Thus, if, for example, on No-
vember 1, 1942, a weekly salary rate of
$100 or a wage rate of $2 an hour Is un-
justifiably increased for the remainder
of 1942 to $150 or $3, respectively, then
the amounts not deductible under this
section are the total weekly amounts of
$150 or the total hourly amounts of $3,
as the case'maybe. Alsoiffor example,
on February 1, 1943, a weekly salary rate
of $100 or a wage rate of $2 an hour is
increased without prior required ap-
proval to $150 or $3, respectively but is
restored on June 1, 1943, after formal
disapproval, to $100 or $2, respectively,
then the amounts not deductible under
this section are the total weekly amounts
of $150 or the total hourly amounts of
$3, as the case may be, paid from Febru-
ary 1, 1943, to June 1, 1943, inclusive.

(2) Unauthorized wage or salary de-
creases. In the case of a wage or salary
decrease in contravention of the Aet, or
of the regulations, rulings, or orders
referred to under paragraph (a) of this
section, the amount which will not be
allowed as a deduction under this section
is the amount of the wage or salary ac-
tually paid or accrued by the employer
at the reduced rate. Thus, if, for ex-
ample, on November 1, 1942, a weekly,

salary rate of $100 or a wagerate of $2
an hour has been unjustifiably reduced
for the remainder of the calendar year
1942 to $90 or $1.90, respectively, the
amounts not deductible under this sec-
tion are the total weekly amounts of $90
or the total hourly amounts of $1.80, as
the case may be.

[Sm. 23. Dmucnons rzcr cmoss =co=-
as amended by cecs. 211 (a), 224, Rev. Act
1839; rea. 801. 5 (b). 2d Rev. Act I94;
uec. 10 (b), Mce= Profits Tax Amendments
1941; cec. 202 (a), Rev. Act 1941; secs. 105 (c),
120 (b), 121 (a) (c), 122,123 (a), 124 (a). 125,
126 (a), 12 (a) (c), 123 131 (d), 153 (b), 162
(b). Rev. Act 1942.1
(In computing net Income there shall be

allowed as deductlons:]
(b) Interest. All interest paid or accrued

Within the taxable y= on Indebtedness, ex-
cept on Indebtedness Incurred or continued
to purcham or carry obligations (other than
obligations of the United States Issued after
September 24, 1917, and originally subscribed
for by the t,%,pyer) the Interest upon vhich
i5 wholly exenpt from the taxes Impozed by
this chapter.

§ 29.23 (b)-1 Interest. Interest paid
or accrued within the year on indebted-
ness may be deducted from gross income,
except that interest on indebtedness in-
curred or continued to purchase or carry
obligations, such as municipal bonds,
Panama Canal loan 3 percent bonds, or
(in case'of a taxpayer not an original
subscriber) obligations of the United
States issued after September 24, 1917,
the interest upon which is wholly exempt
from tax, Is not deductible. Intereazt
paid or accrued within the year on in-
debtedness incurred or continued to pur-
chase or carry (a) obligations of the
United States issued after September 24,
1917, the interest upon which is not
wholly exempt from the taxes imposed
by chapter 1, or (b) (in the case of an
original subscriber) obligations of the
United States Issued after September 24,
1917, the interest upon which is wholly
exempt from the taxes imposed by chap-
ter 1, s deductible in accordance with
the general rule.

Interest paid by the taxpayer on a
mortgage upon real estate of which he is
the legal or equitablelowner, even though
the taxpayer is not directly liable upon

"the bond or note secured by such mort-
gage, may be deducted as interest on his
Indebtedness. Payments ofMaryland or
Pennsylvania ground rents are deduct-
ible as interest f the ground rent is re-
deemable, but are treated as rent if the
ground rent is irredeemable and in such
case are deductible only to the extent
they constitute a proper business expense.

Interest calculated for cost-keeping
or other purposes on account of capital
or surplus Invested in the business which
does not represent a charge arLsig under
an interest-bearingm obligation, is not an
allowable deduction from gross income.
Interest paid by a corporation on scrip
dividends is an allowable deduction. So-
called interest on preferred stock, which
Is in reality a dividend thereon, cannot be
deducted in computing, net income.
(See, however, section 121 and
§ 29.22 (a)-17.) In the case of banks
and loan or trust companies, interest
paid within the year on deposits such as
interest paid on moneys received for ina
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vestment and secured by interest-bearing
certificates of Indebtedness issued by
such bank or loan or trust company may
be deducted from gross income. As to
other amounts of interest not deductible
under section 23 (b), see section 24'(c),

[SEc. 23. DEDucTroNs roRm coss NcOM-
as amended by sees. 211 (a), 224, Rev. Act
1939; sees. 301, 506 (b), 2d Rev. Act 1940;
sec. 10 (b), Excess Profits Tax Amendments
1941; sec. 202 (a), Rev. Act 1941; sees. 105 (c),
120 (b), 121 (a) (c), 122, 123 (a), 124 (a),
125,126 (a), 127 (a) (c), 128, 134 (d), 158'(b),
162 (b), Rev. Act 1942.1

(In computing net income there shall be
allowed as deductions:]

(c) Taxes generally-(1) Allowance in
general. Taxes paid or accrued within the
taxable year, except-

(A) Federal income taxes;
(B) war-profits and excess-profits taxes

imposed by Title IU of the Revenue Act of
1917, Title RI of the Revenue Act of 1918,
Title III of the Revenue Act of 1921, section
216 of the National Industrial Recovery Act,
6ection 702 of the Revenue Act of 1934, or
Subchapter E of Chapter 2, or by any such
provisions as amended or supplemented;

(0) Income, war-profits, and excess-profits
taxes imposed by the authority of any foreign
country or possession of the United States,
If the taxpayer chooses to take to any extent
the benefits of section 131;

(D) estate, inheritance, legacy, euccession,
and gift taxes; "and

(E) taxes assessed against local benefits of
a kind tending to increase the value of the
property assessed; but this paragraph shall
not exclude the allowance as a deduction of
so much of such taxes as is properly allocable
to maintenance or interest charges.

(2) Excess-profits tax under chapter 2E,-
,Speciei rules. [Paragraph (2) repealed by
sec. 105 (c) (2), Rev. Act 1942.]

(3) Retail sales tax. In the case of a tax
Imposed by any State, Territory, District, or
possession of the United States, or any polit-
Ical subdivision thereof, upon persons en-
gaged in selling tangible personal property at
)retail, which is measured by the gross sales
,price or the gross receipts from the sale or
which is a stated sum per unit of such prop-
.erty sold, or upon persons engaged in fur-
nishing services at retail, which is measured
by the gross receipts for furnishing such
services, if the amount of such tax is sepa-
rately stated, then to the extent that the
amount so stated is paid by the purchaser
(otherwise than in connection with the pur-
chaser's trade or business) to such person
such amount shall be allowed as a deduction
in computing the net income of such pur-
chaser as if such amount constituted a tax
Imposed upon 'and paid by such purchaser.

* § 29.23 (c)-1 Taxes-(a) In general.
Subject to the exceptions stated in this
section and §§ 29.23 (c)-2 and 29.23
()-3, taxes imposed by the United
States, any State or Territory, or polit-
ical subdivision of either, possessions of
the United States, or foreign countries,
are deductible from gross income for the
year in which paid or accrued (see sec-
tion 43). Estate, inheritance, legacy,
succession, and' gift taxes and Federal
income taxes are not deductible from
gross income. The Federal war-profits
and excess-profits taxes imposed by Title
II of the Revenue Act of 1917, Title 3I1
of the Revenue Act of 1918, Title TMr of
the Revenue Act of 1921, section 216 of
the National Industrial Recovery Act,
section 702 of the Revenue Act of 1934,
and subchapter E of chapter 2 are not
deductible from gross income. *Income,

war-profits, and excess-profits taxes im-
posed by the authority of any foreign
country or possession of the United
States are deductible from gross income
in cases where the taxpayer does not
chobse to take to any extent for the
taxable year the benefits of section 131
(relating to credit for taxes of foreign
countries or possessions of the United
States). (See the last sentence of sec-
tion 131 (a).) See generally §§ 29.131-1
to 29.131-8, inclusive, as to tax credits.
Postage is not a tax. Amounts paid to
States or Territories under secured debts
laws in order to render securities tax
exempt are deductible. Automobile li-
cense fees arv ordinary taxes. In gen-
eral taxes are deductible- only by the
person upon whom they are Imposed.
As to tax paid at the source on interest
from tax-free covenant bonds, see sec-
tion 143 (a) (3).

(b) State and local sales taxes.
Amounts representing sales taxes paid
by a purchaser of services or tangible
personal property are deductible by such
purchaser as taxes, provided, they are
not paid in connection with his trade or
business. The fact that, under the law,
imposing it, the incidence of the sales
tax does not fall on the purchaser Is
immaterial. The requirement of section
23 (c) (3) that the amount of the tax
must be separately stated will be deemed
complied with where it clearly appears
that the tax was added to the sales price
and collected or charged as a separate
item. It is not necessary, for the pur-
.poses of this section, that the purchaser
be furnished with a sales slip, bill, In-
voice, or other statement on which the
tax is separately stated. Where the law
imposing the sales tax for which the tax-
payer seeks a deduction contains a pro-
hibition against the seller absorbing the
tax, or a provision requiring a posted
notice stating that the tax will be added
to the quoted price, or a requirement
that the tax be separately shown In
advertisements or separately stated on
all bills and invoices, it is presumed
that the amount of the sales tax was
separately stated at the time paid by
the purchaser.

As used in this section the term "sales
tax" means a tax imposed by any State,
Territory, District, or possession of the
United 'States, or any political subdivi-
sion thereof upon persons engaged in
selling tangible personal property at re-
tail, which is measured by the gross sales
price or the gross receipts from the sale,
or which is a stated sum per unit of
such property sold. The term also in-
cludes a tax imposed by such authorities
upon persons engaged in furnishing serv-
ices at retail, which is measured by the
gross receipts for furnishing such serv-
ices.

§ 29.23 (c)-2 Federal duties and ex-
cise taxes. Import or tariff duties paid
to the proper customs officers, and busi-
ness, license, privilege, excise, and stamp
taxes paid to internal revenue collectors,
are deductible as taxes imposed by the
authority of the United States, provided
they are not added to and made a part
of the expenses of the business or the
cost of articles of merchandise with re-

spect to which they are paid, in which
case they cannot be separately deducted.
(See § 29.23 (a)-.)

§ 29.23 ()-3 Taxes for local benefits.
So-called taxes, more properly assess-
ments, paid for local benefits, such as
street, sidewalk, and other like improve-
ments, imposed because of and measured
by some benefit Inuring directly to the
property against which the assessment
Is levied, do not constitute an allowable
deduction'from gross Income, A tax is
considered assessed against local benefits
when the property subject to the tax Is
'limited to property benefited. Special
assessments are not deductible, even
though an incidental benefit may Inure
to the public welfare. The real property
taxes deductible are those levied for the
general public welfare by the proper tax-
ing authorities at a like rate against all
property in the territory over which
such authorities have jurisdiction. As-
sessments under the statutes of Cali-
fornia relating to Irrigation and of Iowa
relating to drainage, and under certain
statutes of Tennessee relating to levees,
are limited to property benefited, and If
the assessments are so limited, the
amounts paid thereunder are not deduct-
ible as'taxes. The above statements are
subject to the exception thait In so far as
assessments against local benefits are
made for the purpose of maintenance or
repair or for the purpose of meeting in-
terest charges with respect to such bene-
fits, they are deductible. In such cases
the burden Is on the taxpayer to show the
allocation of the amounts assessed to the
different purposes. If the allocation
cannot be made, none of the amounts so
paid Is deductible.

[SEc. 23. DEDucTioNp mom oRoss iNcown2-
as amended by sees. 211 (a), 224, Rev. Aet
1939; secs, 301, 506 (b), 2d Rev. Act. 1940; s00.
10 (b), Excess Profits Tax Amendments 1941:
sec. 202 (a), Rev, Act 1941; sees. 105 (0), 120
(b), 121 (a) (c), 122, 123 (a), 124 (a), 125,
126 (a), 127 (a) (c), 128, 134 (d), 168 (b),
162 (b), Rev. Act 1942.1

[In computing net income there shall be
allowed as deductions:]

(d) Taxes of shareholders paid by corpora-
tion. The deduction for taxes allowed by sub-
section (c) shall be allowed to a corporation
in the case of taxes imposed upon a sharo-
holder 6f the corporation upon his interest as
shareholder which are paid by the corpora-
tion without reimbursement from the share-
holder, but in such cases no deduction shall
be allowed the shareholder for the amount
of such taxes.

§ 29.23 (d)-1 Tax on bank or other
stock. Banks or other corporations pay-
Ing taxes assessed against their share-
holders on account of their ownership of
the shares of stock issued by such cor-
porations without reimbusement from
such shareholders may deduct. the
amount of taxes so paid. The Internal
Revenue Code specifically provides, how-
ever, that In such cases the shareholders
may not deduct the amount of the taxes.
The amount sopaid should not be In-
cluded In the Income of the shareholder,

[SEC. 23. DEOUCilONS FROM GROSS INCOAr,-
-as amended by sees. 211 (a), 224, Rev. Act

1939; sees. 301E500 (b), 2d Rev. Act 1940: sec.
10 (b), Excess Profits Tax Amendments 1941:

.see. 202 (a), Rev. Act 1941: sees. 108 (c), 120
(b), 121 (a) (c), 122, 123 (a), 124 (a), 12, 120
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(a), 127 (a) (c), 128,131 (d), 158(b), 162 (b),
yev. Act 1942.]
[In computing net income there shall be

allowed as deductions:]
(e) Losses by individuals. In the case of

an individual, losses sustained during the
taxable year and not compensated for by in-
surance or otherwise-

(1) if incurred in trade or business; or
'(2) if incurred in any transaction entered
Into for profit, though not connected with the
trade or business; or

(3) of property not connected with the
trade or business, f the loss arises from fires,
storms, shipwreck, or other casualty, or from
theft. No losg shall be allowed as a deduc-
tion under this paragraph if at the time of the

Ofilling of the return such loss has been
claimed as a deduction for estate tax pur-
poses in the estate tax return.

§-29.23 (e)-1 Losses by individuals.
Losses sustainedby individual citizens or
residents of the United States and not
compensated for by insurance or other-
wise are fully deductible if (a) incurred
in the taxpayer's trade or business, or
(b) incurred in any transaction entered
Into for profit, or (c) aising from fires,
storms, shipwreck, or other casualty, or
theft, and a deduction therefor has not
prior to the filing of the return been
claimed for estate tax purposes in the
estate tax return, or (d) if not prohibited
or limited by any of the following see-
tions of the Internal Revenue Code: Sec-
tions 23- (g) and 117, relating to capital
losses; section 23 (h), relating to wager-
ing losses; section 24 (b), relating to
losses from sales or exchanges of property
between persons designated therein; sec-
tion 112, relating to recognition of gain
or loss upon sales or exchanges of prop-
erty; section 118, relating to losses on
wash sales of stock or securities; sectiona
251, relating to income from sources'
within possessions of the United States;
and section 252, relating to citizens .of
possessions of the United States. See
section 213 as to limitation upon losses
sustained by nonresident aliens.

In general losses for which an amount
may be deducted from gross income-must
be evidenced by closed and completed
tranbactions, fixed by identifiable events,
Ifona fide and actually sustained during
the taxable period for which allowed.
Substance and not mere form will gov-
ern in determining deductible losses.
Full consideration must be given to any
salvage value and to any insurance or
other compensation received in deter-
mining the amount of losses actually sus-
tained. See section 113 (b). For spe-
cial provisions with respect to war losses,
see section 127.

'A loss occasioned by- damage to an
automobile maintained for pleasure,

-where such damage results from the
faulty driving of the taxpayer or other
person operating the automoiile, but is
not due to the willful act or negligence
of the taxpayer, is a deductible loss in the
computation of net income. If damage
to a taxpayer's automobile results from
the faulty driving of the operator of an
automobile with which the automobile
of the taxpayer. collides, the loss oc-
casioned to the taxpayer by such damage
Is likewise deductible.

No loss is realized by the transfer of
property by gift or by death. But see
section 44 (d).

A loss on the sale of residential prop-
erty purchased or constructed by the tax-
payer for use as his personal residence
and so used by him up to the time of the
sale is not deductible. If, however, prop-
erty so purchased or constructed Is prior
to its sale rented or otherwise appropri-
ated to, income-producing purposes and
Is used for such purposes up to the time
of its sale, a loss from the sale of the
property, computed as provided n sec-
tion 111, is, subjbct to the limitations
provided in section 117, an allowable de-
duction in ah amount not to exceed the
excess of the value of the property at the
time It was appropriated to income-pro-
ducing purposes (with proper adjust-
mint for depreciation) over the amount
realized from the sale.

Example (1). Residential property waa
purchased by a taxpayer In 1932 for ura as
his personal residence at a cost of 025,000,
of which $15,000 was allocable to the build-
Ing. The property was co used by the tax-
payer bntil January 1, 1939. From that date
to January 1, 1942, when the property wa
sold, It was rented by the taxpayer. The fair
market value of the property at the time it
was rented on January 1, 1939, was 922.000.
of which $12,000 was allocable to the building.
The building had an estimated life of 20 yeaxu
on January 1, 1939. The property was cold
on January 1, 1942, for 016,000. The lo from
the sale allowable as a deduction, except as
limited by Fectlon 117, Is C4,200, computed am
follows:
Cost of property In 1932_ _....... 05, 000
Less depreciation allowed (not les

than amount allowable) In repect
of the building (depreciation for
3 years at 5 percent bared on $12.-
000, value of building when con-
verted to business use) -1....... 100

23,230
Selling price of property 10,000

Loss computed as provided In
cection IL._----------- 7,200

Value of property at time It was
rented on January 1. 1939 -..... 22, 000

Less proper adjustment for depre-
ciation ----- 1,C00

20.200
Selltng price of property_ ... .. 10,000

Portion of 07,200 loss which 1z de-
ductible except as limltcd by rec-
tion 117----------. 4.200
Example (2). If, under the circumstance3

set forth In example (1). the property had
been purchased at a cost of 020,000, of which
$10,000 wa allocable to the building, but
otherwise the facts assumed are the same,
the deductible loss, except as limited by mec-
ton 117, Is $2,600, computed as followa:

Cost of property in 1932._....... $20, COO
Less depreciation allowed (not les

than amount allowable) In respect
of 'the building (depreciation for
8 years at 5 percent based on $10.-
OO, cost of building) ---- - 1, 0O

18, CO
Selling price of property ........ 10,000

Loss computed as provided In sec-tion Ill-- .... . . . , too
Deductible loss, except as limited by

section 117 ,00
Losses from the sale or other disposl-

tion of Treasury bills Issued after June

17, 1930, and before March 1, 1941, are
not deductible.

§ 29.23 (e)-2 Voluntary removal of
buildings. Loss due to the voluntary re-
moval or demolition of old buildings, the
scrapping of old machinery, equipment,
etc., incident to renewals and replace-,
ments is deductible from gross income.
When a taxpayer buys real-estate upon
which is located a building, which he pro-
ceeds to raze with a view to erecting
thereon another building, it will be con-
sidered that the taxpayer has sustained
no deductible loss by reason of the dem-
olition of the old building, and no de-
ductible expense on account of the cost
of such removal, the value of the real
estate, exclusive of old improvements,
being presumably equal to the purchase
price of the land and building plus the
cost of removing the useless building.

§ 29.23 (e)-3 Loss of useful value.
When, through some change in business
conditions, the usefulness in the business
of some or all of the capital assets is
suddenly terminated, so that the tax-
payer discontinues the business or dis-
cards such assets permanently from use
in such business, he may claim as a loss
for the year in which he takes such ac-
tion the difference between the basis (ad-
Justed as provided in section 113 (b) and
§§ 29.113 (a) (14)-1 and 29.113 (b) (1)-1
to 29.113 (b) (3)-2, inclusive) and the
salvage value of the property. This ex-
ception to the rule requiring a sale or
other disposition of property in order
to establish v. loss requires proof of some
unforeseen cause by reason of which the
property has been prematurely dis-
carded, as, for example, where an in-
crease in the cost or change in the manu-
facture of any product makes it necessary
to abandon such manufacture, to which
special machinery is exclusively devoted,
or where new legislation directly or in-
direetly makes the continued profitable
use of the property impossible. This ex-
ception does not extend to a case where
the useful life of property terminates
solely as a result of those gradual proc-
esses for which depreciation allowances
are authorized. It does not apply to in-
ventories or to other than capital assets.
The exception applies to buildings only

.when they are permanently abandoned
or permanently devoted to a radically
different use, and to machinery only
when Its use as such is permanently
abandoned. Any loss to be deductible
under this exception must be fully ex-
plained in the return of income. The
limitations provided in section 117 with
respect to the sale or exchange of cap-
ital assets have no application to losses
due to the discarding of capital assets.

If the depreciable assets of a taxpayer
consist 6tmore than one item and depre-
ciation, whether in respect of items or
groups of items, is based upon the '-ver-
age lives of such assets, losses claimed on
the normal retirement of such assets are
not allowable, inasmuch as the use of an
average rate contemplates a normal re-
tirement of assets both before and after
the average life has been reached and
there Is, therefore, no possibility of ascer-
taining any actual loss under such cir-
cumstances ulitil all assets contained in
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the group have been retired. In order
to account properly for such retirement
the entire cost or other basis of assets re-
tired, adjusted for salvage, will be
charged to the depreciation reserve ac-
count, which will enable the full cost or
other basis of the property to be re-
covered.

In cases In which depreciable property
Is disposed of due to causes other than
exhaustion, wear and tear, and normal
obsolescence, such as casualty, obsoles-
cence other than normal, or sale, a de-
duction for the difference between the
basis of the property (adjusted as pro-
vided in section 113 (b) and §§ 29.113 (a)
(14)-1, and 29.113 (b) (1)-1 to 29.113 (b)
(3)-2, inclusive) and its salvage value
and/or amount realized upon its disposi-
tion may be allowed subject to the limi-
tations provided in the Internal Revenue
Code upon deductiobs for losses, but only
if It is clearly evident that such disposi-
tion Was not contemplated in the rate of
depreciation.

In the case of classified accounts, if it
Is the consistent practice of the taxpayer
to base the rate of depreciation on the
expected life of the longest lived asset
contained in the account, or in the case
of single item accounts if the rate of de-
preciation is based on the maximum ex-
pected life of the asset, a deduction for
the basis of the asset (adjusted as pro-
vided in section 113 (b) and §§ 29.113 (a)
(14)-1, and 29.113 (b) (1)-1 to 29.113 (b)
(3)-2, inclusive) less its salvage value is
allowable upon its retirement. (See
§§ 29.23 (1)-1 to 29.23 (1)-10, inclusive.)

§ 29.23 (e)-(4) Shrinkage in ialue of
stocks. A person possessing stock of a
corporation cannot deduct from gross
income any amount claimed as a loss
merely on account of shrinkage in value
of such stock through fluctuation of the
market or otherwise. The loss allow-
able in such cases is that actually
suffered when the stock is disposed of.
If stock of a corporation becomes worth-
less, its cost or other basis as determined
and adjusted under section 113 and
§§ 29.113 (b) (1)-1 to 29.113 (b) (3)-2,
inclusive, is deductible by the owner for
the taxable year in which the stock be-
came worthless, provided a satisfactory
showing is made of its worthlessness.
Federal or State authorities incident to
the regulation of banks and certain
other corporations may require that
stock be charged off as worthless or writ-
ten down to a nominal value. If, in any
such case, the basis of the requirement
Is the worthlessness of the stock, such
charging off or writing down will, for
income tax purposes, be considered
prima facie evidence of worthlessness;
but If the charging off or writing down
is due to market fluctuations, or if no
reasonable attempt has been made to
determine worthlessness, no deduction
for income tax purposes of the amount
so charged off or written down can be
allowed. For dealers in securities, see
§ 29.22 (c)-5. For limitations on deduc-
tions for losses from sales or exchanges
of capital assets generally, including
stocks and bonds, see section 117.

§ 29.23 (e)-5 Losses of farmers.
Losses incurred in the operation of

farms as business enterprises are deduc-
tible from gross income. If farm prod-
ucts are held for favorable markets, no
deduction on account of shrinkage in
weight or physical value or by reason
of deterioration in 'storage shall be al-
lowed, except as such shrinkage may be
reflected in an inventory if used to de-
termine profits. The total loss by frost,
storm, flood, or fire of a prospective crop
is not a deductible loss in compjuting
net income. A farmer, engaged in rais-
ing and selling stock' such as cattle,
sheep, horses, etc., is not entitled to
claim as a loss the value of animals that
perish from among those animals that
were raised on the farm, except as such
loss is reflected in. at inventory if used.
If livestock has been purchased after
February 28, 1913, for any purpose, and
afterwards dies from disease, exposure,
or injury, or is killed by order of the
authorities of a State or the United
States, the actual purchase price of such
livestock, less any depreciation allowable
as a deduction in respect of such per-
ished livestock, may be deducted as a
loss if the loss is not compensated for
by insurance or otherwise. The- ac-
tual cost of other property (with proper
adjustment for depreciation) Which is
destroyed by order of the authorities
of a State or of the United States, may
in like manner be claimed as a loss.
If reimbursement is made by a State
or the United StAtes in whole or in part
on account of stock killed or other prop-
erty destroyed in respect of which a loss
was claimed for a prior year, the amount
received shall be reported as income for
the year in which reimbursement is
made. The cost of any feed, pasture, or
care which- has been deducted as an
expense of operation shall not be in-
cluded as part of the cost of the stock
for the purpose of ascertaining the
amount of a deductible loss. If gross
income is ascertained bY inventories,
no deduction-can be made for livestock
or products lost during the year, whether
purchased for'resale or produced on the
farm, as such losses will be reflected in
the invdntory by reducing the amount of
livestock or products on hand at the close
of the year. If an individual owns and
operates a farm, in addition to being en-
gaged in another trade, businessori call-
ing, and sustains a loss from such oper-
ation of the farm, then the amount -of
loss sustained may be deducted from
gross income received from all sources,

.provided the farm is not operated for
recreation or pleasure. As to losses
claimed as deductions fbr estate tax pur-
poses, see § 29.23 (e)-1. See also
§§ 29.22 (a)-7, 29.23 (a)-11, and 29.23
()-10.

[SEc. 23. DEnUCTiows PROM moss iNcomE-
as amended by sees. 211 -(a), 224, Rev. Act
1939; sees. 301, 506 (b), 2d Rev. Act 1940;
sec. -10 (b), Excess Profits Tax Amendments
1941; sec. 202 (a), Rev. Act 1941; secs. 105 (c),
120 (b), 121 (a) (c), 122, 123 (a), 124 (a), 125,
126 (a), 127 (a) (c), 128, 134 .(d), 158 (b), 162
(b), R6v. Act 1942.]

[In computing net income there shall be
allowed as deductions:]

(f) Losses by corporations. In the'caseof
a corporation, losses sustained during the
taxable year and not compensated for by In-
surance or otherwise. -

§ 29.23 (f)-1 Losses by corporations.
Losses sustained by domestic corpora-
tions during the taxable year and not
compensated for by Insurance or other-
wise are deductible In so far as not pro-
hibited or limited by sections 23 (g),
23 (h), 24 (b), 112, 117, 118, and 251,
The provisions of §§ 29.23 (e)-1 to 29.23
(e)-5, inclusive, and § 29.23 (1)-I are In
general applicable to corporations as
well as individuals. See section 232 as to
deductions by foreign corporations, For
special provisions with respect to war
losses, see section 127.

fSzc. 23. DxDUcrONS PROM GOSS INCOE-
as amended by sees. 211 (a), 224, Rev. Act
1939; secs. 301, 506 (b), 2d Rev. Act 1040.;
sec. 10 (b), Excess Profits Tax Amendments
1941; sec. 202 (a), Rev. Act 1941; sees. 105 (a),
120 (b), 121 (a) (c), 122, 123 (a), 12 (a),
125, 126 (a), 127 (a) (c), 128, 134 (d), 158 (b),
162 (b), Rev. Act 1942.] C/

[In computing net income there shall be
allowed as deductions:]

(g) Capitaklosses-(1) Limitation. Losses
from sales or exchanges of capital assets shall
be allowed only to the extent provided in
section 117.

(2) Securities becoming woorthless. If any
securities (as defined In paragraph (3) of
this subsection) become worthless during
the taxable year and are capital assets, the
loss resulting therefrom shall, for the pur-
poses of this chapter, be considered as a loss
from the sale or exchange, on the last day of
such taxable year, of capital assets.

(3) Definition of securities. As used in
this paragraph (2) of subsection' the term"securities" means (A) shares of stock in a
corporation, and (B) rights to subscribe for
or to receive such shares.

(4) Stock in affiliated corporation. For the
purposes of paragraph (2) stock in a cor-
poration affiliated with tha taxpayer shall not
be deemed a capital asset. For the purposes
of this paragraph a corporation shall be
deemed to be affiliated with the taxpayer only
if:

(A) at least 95 per centum of each class
of its stock is owned directly by the tax.
payer; and °

(B) more than 90 per centum of the aggre-
gate of its gross incomes for all taxable years
has been from sources other than royalties,
rents, dividends, Interest, annuities, or gains
from sales or exchanges of stocks and secourl.
ties; and

(C) the taxpayer is a domestic corpora-
tion.

§ 29.23 (g)-1 CapitaZ Losses. Section
23 (g) provides In effect that deductions
allowed to individuals under section
23 (e) and to corporations under section
23 (f) for losses sustained on the sale or
exchange of a capital asset shall be lim-
ited in amount to the extent provided In
section 117. Losses sustained by virtue
of securities becoming worthless during
the taxable year are, under section
23 (g), made subject to the limitations
provided in section 117 with respect to
sales or exchanges, provided the secur-
ities are '.capital assets" as that term Is
defined in § 29.117 (a)-I. For purposes
of computing the net Income of any tax-
payer, such losses are to be considered
as being sustained from the sale or ex-
change of the securities on the last day
of the taxable year, Irrespective of When
during the taxable year such hecuritles
actually b e c a m e worthless. Section
23 (g) does not apply to securities which

So in original. "As used in paragraph (2)
of this subsection" evidently Intended.
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are deemed destroyed or seized under
section 127, relating to war losses.

As used in section 23 (g) and this sec-
tion. the term "securities" means shares
of stockin a domestic or foreign corpora-
tion and rights to subscrilie for or to re-
ceive such shares.

The application of section 23 (g) may
be illustrated as follows:

ExaPmc. A. an individual, who is not a.
dealer in corporate stocks or stock rights and
whose taxble year is the calendar year, pur-
chased. 120 shares of stock in the M Corpora-
tion on. February 1. 19 I, for which he paid
$3,000. In June 1942 the stock became
worthless. A is entitled to a deduction of
$1,500 in computing his net Incomefor 1942.
The deduction. is computed as follows:

Purchase price-__ . a00a
Amount realized_ . ...... None
Actual Ioss-.. ... __ 3.020
Period stock considered. to have

been held (February 1, 7941, to
December 31, 1942) .------- 23 months

Percentage of loss taken In ac-
count under section 117 (b)_-_ .. percent.

Long-term capital loss (50 per-
" cent of $3,000) (section 117 (a)

(5)) 1 $1,500

129.23 (g)-2 Loss onstockofaffiliate.
it a taxpayer is a domestic corporation
-and is affiliated, withift the definition In
section 23 (g} (4), with another corpora-
tion, the stock in such affiliated corpora-
ton owned by the taxpayer is not con-
sidered to be a "capital asset" of the tax-
payerfor the purpose of determining the
loss from the worthlessness of such stock
within the provisions of section
23 (g (2) and § 29.23 (g)-1. For the
purposes of section 23 (g) (2), section
23 (g) (4), § 29.23 (W)-1, and this section
a corporation shalt be deemed to be af-
fihiated with the taxpayer only if all the
following factors are present:

(a) The taxpayer owns directly at
least 95 percent of each class of the stoc
of such corporation,

(b) More than 90- percent of the ag-
gregate of -the- gross incomes of such
corporation for all the taxable years dur-
ing which it has-been in existence has
been from sources other than royalties,
rents, dividends, interest, annuities, or
gains from sales or exchanges of stocks
and securities, and

(c) The taxpayer is a domestic cor-
poration.

EimPre. Corporation P. a domestic man-
ufacturing corporation which mak its in-
come tax returns on the calendar year basis,
owns 100 percent of 6ach class of the stock
of Corporation S. and;In addition. 4 percent
of the common stock (the only class orstock)
of Corporation R1 which it acquired In 1936.
Corporation S, a domestic manufacturing
corporation which makes its Income tax re-
turns onthecalendar yearbasIs, on 96 per-
cent of the common stock of Corporation 3
which it acquired In 1934. It is established
that the stock of Corporation R which has
from its Inception derived all its gross in-
come from manufacturing operations, be-
came Worthless during 1942. Since Corpo-
ration P does not own directly atleast 95 per-
cent of the stock of Corporation Rand there-
fore for the purposes of section 23 (gl (4)
and this section Is not affiliated with Cor-
poration Ri, the stuck of such corporation is
a capital asset. Any loss upon. such stock,
under sectlo4 23 (g) (2), will be considered
to be a loss from the sale or exchange of a
capital asset. Sinc such stock was held for
more than SIX months, such loss shall be

considered a long-term capital lc undcr cc-
tion 117. (see Also section 117 (d).) Since
Corporation R Is deemed to be ahllatsd with
Corporation S for the purpozs of section
23 (g) (4) and this section, the stock of
Corporation R Is not a "capital as.et in the
hands of Corporation S for the purpos of
section 23 (g) (2) and rectlon 29.23 (g) L
Consequently, In computing the net; income
of Corporation S for 1942. any I upon such
stock, under section 23 (f), will be deducted
as an ordinary loss and will not be circum-
scribed by the provisona of section 23 (g)
or section 117.

With respect to losses on bonds and
similar securities, as defined in ection
23 (W) (5), of.a corporation affiliated
with the taxpayer, as provided In such
section, see § 29.23 (k)-4.

ESrE. 23. Draucoznosr.oz x,_s aco=xr
as amended by cecs. 211 (a), 224, Rev. Act
1939; recs. 301, LS (b), 2d 7e. Act. 100;
se 10 (b). Excess Profits Tax Amendments
1941; sec. 202 (a), fev. Act 1941; sees. 105 (c),
120 (b), 121 (a) (c), 122. 123 (a). 104 ia),
125.628 (a), 127 (a) (c). 123,134 (d), 153 (b),
182 (b),Rev. Act 194.

[En computng net Income there shall be
allowed as deductlons:I

(h) Wagering Tosse. Losse from wager-
ing transactions shall be allowed only to the
extent of the galns from such tranactlons.

29.23 (h-I Wagering losses. Da-
ductions for losses from wagering trans-
actions are allowed only to the extent
of gains from such transactions. In the
case of a husband and wife making a
Joint return, the combined loses of the
spouses as a. result of wagering transac-
tions shall be allowed to the extent of the
combined gains of the spouses from such
transactions.

[SEC. 23. DmucnoZM =-Ott ososs iricozm -
as amended by sas 211 (a). 22- F ev. Act
1939; sees. 301, LO6 (b). 2d R1e. Act 1940: mc.
10 (b). Mxces Profits Tax Amendment 19l:
sec. 202 (a). Rev. Act 1911; c=. 105 (c). 12
(b), 121 (a) (c), 1M, 12 (a). 24 (a), 12,
126 (a), 127 (a), (c), 123, 134 (d), 153 (b),
162 (b), Rev. Act 1942.1

[In computing net Income there rhall be
allo.ed as deductions:]

(1) Basis for determining loss. The basis
for determining the amount of deduction for
losses sustained. to bo allowed under sub-
section (e) or (f), and for bad debts, to be
allowed under subsection (h), shall be the
adjusted basis provided in section 113 (b) for
determnng tha lo= from the sale or other
disposition of property.

§ 29.23(i-1 Basis for dctrmfnfng
loss. The basis for determining the
amount of the deduction for losses aI-

,lowed to individuals under section 23 (e)
and to corporations under section 23 (f),
or of the amount of the deduction for
bad debts allowed to both individuals
and corporations under section 23 (k), is
the same asis provided n section 113 for
determining the loss from the sale or
other disposition of -property. Proper
adjustment must be made In each case
for any expendlture.recelpt, loss, or
other Item properly chargeable to capital
account, and for depreciation, obso-
lescence, amortization, or depletion.
(See section 113 (b) and §§ 29.113 (b)
(1)-1 to 29.113 (b) (3-2, inclusive.)

[S=. 23. Dmucrxo:;s mos xcoss ncom_--
as amended by seca. 211 (a). 224. Rev. Act
1939; sees. 301. 500 (b), 2d Rev. Act 1940; se.
10 (b), Excess Profits Tax Amendments 1941;

0c. ( (a), Rev. Act 141; sees. 105 (c),

120 (b). 121 (a) (c), 122,123 (a). 121 (a). 125,
128 (a), 127 (a). (c). 123, 2134 (d), 153 (b).
162 (b), Me. Act I2.1

[In computing net income there shall ha
allowed as deductlons:1

(j) loss.* on wacs& coas of Stock or securi-
ties. For disallowance of loss deductfn In
the cac of sales oat stock or scurities wihere
within thirty days befoze or after the date of
the wa the taxpayer has acquired substan-
tially identical property, cee section 118-

(k) Bad debc-(l) GeneraZ rule. Debts
whic become worthles within the taxable
-year; or (In the discretion of the Commis-
sjoner, a rqazonable addition to a resere for
bad debta); andw hen satisfied that a debt
13 recoverahle only I. part, the Commintoner
mar allo= such debt, in an amount not in
exces of the part whlch becomes aoatbhes
within the taxable year. as a deduction. This
paragraph shal not apply in the case of a
taxpayer, other than a bank, -s defined In
section 104. with respect to a debt evidenced
by a security as defined in paragraph (3) of
thL- subs:ctlon. This paagraph -shal not
apply In the case of a taxpayer, other than a
corporation, with respect to a. non-busine-
debts as defined in paragraph (4) of this sub-
section. [The last sentence of this paragraph
Is. under section 124 (d), Rev. Act, 1942. ap-
plicable only with respect to taxable years
beginning after December 31, 1942.1

(2) Securities becoming worthZes. If any
securiti:e (as d e ned Inp aragph (3) of this
aub.ection) become worthless within the t=-
able yea and are capital a=ets, the less
resulting therefrom shall, in the cas cf a
taxpayer other than a. bsnl4 as defined. int
section 1M. for the purposes of this chapter,
be considered as a Icss from the sale or ex,-
change on the Last day of such taxable year,
of capital V.sets.

'(3) DelflnRin 0f ecrffle. As use--d in
pararapbs (1), (2), and (4) of this subsec-
tion the term "Cecuritles1' mns bonds.
debentures, notes, or certificates, or other
evidences of Indebtedne =, Issued by any ca-
paration (including thom issued by a govern-
ment or political subdivision. thereof), with

1nteret coupaon or in registered form.
(4) ZMon-business debts. In the case of a

taxpayer, other than a corporation, If a non-
bu-Jnes debt becomes worthless within the
taxable year, the loss resulting therefrom.
shall be considered a. loss from the ale or
exchange, during the taxable year, of a cap-
ital a=_et held for not more than 6 months.
Tho term "non-business deb" means a. debt
other than a debt evidenced by a security as
deflnd i. paragraph (3) and other tb a
debt the los from the orthlessess; of which
Is Incurred in the taxpaye's trade or bus!-
noea. [This paragraph is, under sec. 124 (d),
Rev. Act 1942. applicable only with ressect
to taxable years beginning after December
31. 1242.1

(5) Sccuritiez of flLOted copcrotfors.
Eonds, debanturez , notes or certimtes, or
other evidences of indebtednezs Lasued. wuith
Intcreot coupons or In registered form by any
corporation affiliated with the taxpayer shall
not be deemed capital as-sets f r the purposes
of paragraph (2) and p-ragraph (1) shall ap-
ply with respect to such debt; ezcpt that no
such deduction rhall be alloed under such
paragraph with respect to any such debt
which is recoverable only in part. For the
purposs of this paragraph a corporation
shall be deemed to be afliliated with the tax-
payer only if:

(A) at least 95 per centum of each class of
its stock is owned directly by the taxpayer
and

(B) more than G0 per centum of the aggre-
gate of its gro Incames for all taxable
years has been from sources other than
royaltles, rents. dividends, interest or annut-
ties or gains from sales or exchanges of stocc
and Securiti, and

(C) the taxpayeris a domestic corporation.
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§ 29.23 (k)-1 Bad debts. (a) Bad
debts Inay be treated in either of two
ways:

(1) By a deduction from income in re-
spect of debts which become worthless
In whole or in part, or

(2) By a deduction from income of an
addition to a reserve for bad debts.

Taxpayers were given a similar option
for 1921 to select either of the methods
mentioned for treating such debts. (See
article 151, Regulations 62.) While as-
certainment of worthlessness and
charge-off during the taxable year
(which were prerequisite to deduction of
a bad debt under the law at that time)
are no longer required for the allowance
of a debt which becomes worthless, the
method used In the return for 1921 must
be used in returns for all subsequent
years unless permission is granted by the
Commissioner to change to the other
method. A taxpayer filing a first return
of income may select either of the two
methods subject to approval by the Com-
missioner upon examination of the re-
turn. If the method selected is ap-
proved, it must be folloved in returns for
subsequent years, except as permission
may be granted by the Commissioner to
change to another method. Application
for permission to change the method of
treating bad debts shall be made at least
30 days prior to the close of the taxable
year for which the change is to be effec-
tive. (See also § 29.23 (k)-5.)(b) If, from all the surrounding and
attending circumstances, the Commis-
sioner is satisfied that a debt is partially
worthless, the amount which has become
worthless during the taxable year shall
be allowed as a deduction in computing
net income. Before a taxpayer may de-
duct a debt in part, he must be able to
demonstrate to the satisfaction of the
Commissioner the amount thereof which
is uncollectible and the part thereof
which has become worthless during the
taxable year. If a debt becomes wholly
worthless during the taxable year, the
amount thereof which has not been al-
lowed as a deduction for any prior tax-
able year shall be allowed as a deduction
for the taxable year. There should ac-
company the return a statement of facts
substantiating any deduction claimed for
bad debts. Any amount subsequently
received on account of a bad debt or on
account of a pars of such debt previously
allowed as a deduction for income tax
purposes, must be included in gross in-
come for the taxable year in which re-
ceived, except to the extent excludible
from gross income under the provisions
of section 22 (b) (12). In determining
whether a debt is worthless in whole or
in part the Commissioner will consider
all pertinent evidence, including the
value of the collateral, if any, securing
the debt and the financial condition of
the debtor. Partial' deductions will be
allowed with respect to specific debts
only.

Where the surrounding circumstances
Indicate that a debt is worthless and un-
collectible and that legal action to en-
force payment would in all probability
not result in the satisfaction of execu-
tion on a judgment, a showing of these
facts will be suflicient evidence of the
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Worthlessness of the debt for the pur-
pose of deduction. Bankruptcy is gen-
erally an indication of the worthlessness
of at least a part of an unsecured and
unpreferred debt. In bankruptcy cases
a debt may become worthless before set-
tlement in some instances, and in others
only when a settlement in bankruptcy
shall have been had. In either case the
mere fact that bankruptcy proceedings
instituted against the debtor are ter-
minated in a later year, confirming the
conclusion that the debt is worthless,
will not authorize shifting the deduc-
tions to such later year. If a taxpayer
computes his income upon the basis of
valuing his notes or accounts receivable
at their fair market value when received,
which may be less than their face value,
the amount deductible for bad debts In
any case is limited to such'original valu-
ation.

( c) Where banks or other corporations
which are subject to supervision by Fed-
eral authorities (or by State authorities
maintaining substantially equivalent
standards) in obedience to the specific
orders of such supervisory officers charge
off debts in whole or in part, such debts
shall, to the extent charged off dunhng
the taxable year, be coficlusively pre-
sumed, for income tax purposes, to have
become worthless or worthless only in
part during the taxable year, as the case
may be. But no such debt shall be so
conclusively presumed to be worthless or
worthless only in part, as the case may
be, if the amount so charged off Is not
claimed as a deduction by the taxpayer
at the time of filing the return for the
taxable year in which such charge-off
takes place. If a taxpayer does not claim
a deduction in its return for such a to-
tally or partially worthless debt for the
year in which such charge-off takes
place, but claims such deduction for the
taxable year in which the debt becomes
worthless or partially worthless, as the
case may be, then such charge-off will be
deemed to have been involuntary and
the deduction shall be allowed for the
year in which the debt becomes worth-
less or partially worthless, as the case
may be.

(d) The provisions of paragraphs (a)
and (b) of this section apply" to all tax-
payers, except that (1) they do not apply
in the case of a taxpayer, other than a
corporation, with respect to a non-
business debt as defined in paragraph
(4) of section 23 (k) of the Code; (2)
no deduction on account of worthless-
ness shall be allowed with respect to any
debt of the type enumerated in section
23 (k) (5) of the Code which is recov-
erable only in part; and (3) in the case
of taxpayers other than banks as defined
in section 104, the term "debts" as used
in such subdivisions means obligations
to pay fixed or-determinable sums of
money which are not evidenced by secu-
rities as defined in § 29.23 (k)-4.

§ 29.23 (k)-2 Examples of bad debts.
Worthless debts arising from unpaid
wages, salaries, rents, and similar items
of taxable income will not be allowed as
a deduction unless the income such items
represent has been included in the re-
turn of income for the year for which

the deduction as a bad debt Is sought to
be made or for a previous yetr. Only
the difference between the amount re-
ceived In distribution of the assets of a
bankrupt and the amount of the claim
may be deducted- as a bad debt. The
difference between the amount received
by a creditor of a decedent In distribu-
tion of the assets of the decedent's estate
and the amount of his claim may be con-
sidered a worthless debt. A purchaser
of accounts receivable which become
worthless Is entitled to deduct them, the
amount of deduction to be based upon
the price he paid for them and not upon
their face value.

§ 29.23 (k)-3 Uncollectible deflciency
upon sale of mortgaged or pledged prop-
erty. 'If mortgaged or -pledged property
Is lawfully sold (whether to the creditor
or another purchaser) for less than the
amount of the debt, and the portion of
the indebtedness remaining unsatisfied
after such sale Is wholly or partially un-
collectible, the mortgagee or pledgee may
deduct such amount (to the extent that
it constitutes capital or represents an
item the Income from which has been
returned by him) as a bad debt for the
taxable year in which it has become
wholly or partially worthless. In addi-
tion, if the creditor buys In the mort-
gaged or.pledged property, loss or gain
Is realized measured by the difference
between the amount of those obligations
of the debtor which are applied to the
purchase or bid price of the property to
the extent that such obligations consti-
tute capital or represent an Item the in-
come from which has been returned by
him) and the fair market value of the
property. The fair market value of the
property shall be presumed to be the
amount for which It is bid In by the tax-
payer in the absence of clear and con-
vincing proof to the contrary. If the
creditor subsequently sells the property
so acquired, the basis for determining
gain or loss is the fair market value of
the property at the date of acquisition.

Accrued interest may be included as
iart of the deduction only If It has pre-
viously been returned as income.

§ 29.23 (k)-4 Worthless bonds and
similar obligations. Except as otherwise
provided in section 23 (k) (5), no deduc-
tion is allowable under section 23 (k) (1)
to any taxpayer (other than a bank as
defined in section 104) with respect to a
debt evidenced by a security which has
become worthless in whole or In part. If
a security is a capital asset and becomes
worthless during the taxable year, a de-
duction for the loss resulting therefrom
is allowable under section 23 (k) (2) to
a taxpayer other than a bank. Such a
loss, however, is made subject to the lim-
itations provided in section 117 with re-
spect to sales or exchanges. For the pur-
poses of computing the net Income of
any taxpayer, other than a bank as de-
fined in section 104, such a loss Is to be
considered as being sustained from the
sale or exchange of the security on the
last day of the taxable year, Irrespective
of when during the taxable year such
security actually became worthless. Ex-
cept in the case of a bank as defined In
section 104, no deduction Is allowable
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under section 23 (W) with respect to a
debt evidenced bya security, as defined
in section 23 (W) (3), which is recover-
able only in part. Section 23 (W) (2)
does not apply to securities which are
deemed destroyed or seized under sec-
tion 127, relating to war losses.

As used in section 23 Wr) (2), the term
Ysecurity" means a bond, debenture, note,
or certificate, or other evidence of in-
debtedness to pay a fixed or determinable
sum of money, which has been issued at
any time by a domestic or foreign corpo-
ration (including that issued by any gov-
ernment or political subdivision thereof),
either in registered form or accompanied
by interest coupons.

A bond issued by an individual, if it
has become worthless, may be treated as
a bad debt. A bond (whether or not a
security) of an insolvent corporation
secured only by a mortgage from which
on foreclosure nothing is realized for the
bondholders is regarded as. having be-
come worthless not later than the year
of th "'frecIosure sale, and no deduc-
tion is allowable in computing a bond-
holder's income for a subsequent year.

A taxpayer (other than a dealer in
bonds or other similar obligations) pos-
sessing debts evidenced by bonds or
other similar obligations cannot deduct
from gross income any amount merely
on account of market fluctuation. If,

-however, due, for instance, to the finan-
cial condition of the debtor, or conditions
other than market fluctuation, the tax-
payer will recover upon maturity none
or only a part of the-debt 6videnced by
-the bonds or other similar obligations
(which bonds or other obligations are not
securities as defined in this section) and
he so demonstrates to the satisfaction of -
the Commissioner, he may deduct n
computing the net income the uncollec-
tible part of the debt evidenced by the
.bonds or other similar obligations. A
bank as defined in section 104 may de-
duct such uncollectible part of the debt
even though the evidence of the debt is
a security as defined in this section.

The application of section 23 (k) to
deductions for worthless bonds and sim-
ilar obligations which are securities may
-be illustrated by the following examples:

-E-ap (1). On rebruary 1, 194, A, an
individual, who is not a dealer n corporate
bonds, purchased bonds of the X Corporation
bearing interest coupons payable semiannu-
ally, for whLch he paid $3,000. During the
calendar year 1942 (his taxable year) the
bonds became worthless. A is entitled to a
deduction of $1,500 in computing his net
income for 1942. The computation of the
amount of the deduction Is the same as the
computation in the example under § 2923
(g)-1.

Example (2). If the facts in example (1)
are the same except that because of the finan.
.cial condition of the X Corporation the debt
evidenced by Its bonds became recoverable
only in part, no deduction is allowable to
A under either section 23 (k) (I) or (2) with
resPect to the uncollectible part of such debt.

Under section 23 Or) (5), bonds, de-
bentures, notes or certificatis, or other
evidences of indebtedness to pay a fixed

-or determinable sum of money, issued
with interest coupons or -in registered
form by any corporation affiliated with
.the taxpayer, shall.not be deemed capi-
tal assets of the- taxpayer for the Dur-

poses of section 23 Mr) (2) or as a debt
(evidenced by a security) for the pur-
poses of this section; and the provisions
of section 23 (k) (1) and of paragraphs
(a) and (b) of § 29.23 (0-1 shall apply
with respect to such debts except that
no deduction shall be allowed to the tax-
payer with respect to any buch debt
which is recoverable only In part. For
the purposes of this section, a corpora-
tion is deemed to b6nMllated with the
taxpayer only if the taxpayer owns at
least 95 percent of each class of the
stock of such corporation, if more than
90 percent of the aggregate of the gross
incomes of such corporation for all
taxable years has been from sources
other than royalties, rents, dividends,
nterest, or annuities, or gains from the

sales or exchanges of stocks and se-
curities and if the taxpayer Is a donfestic
corporation.

§29-23 (k)-5. Reserve for bad
debts. Taxpayers who have established
the reserve method of treating bad debts
and maintained proper reserve accounts
for bad debts, or who, in accordance with
§ 29.23 (k)-l, adopt the reserve method of
treating bad debts, may deduct from
gross Income a reasonable additlon to a
reserve for bad debts In lieu of a deduc-
tion for specific b d debt Items.

What constitutes a reasonable addition
to a reserve for bad debts must be
determined in the light of the facts,
and will vary as between classes of
business and with conditions of busi-
nessprosperity. Itwill dependprmarily
upon the total amount of debts outstand-
ing as of the close of the taxable year,
those arising currently as well as those
arising in prior taxable years, and the
total amount of the existing reserve. In
case 'subsequent realizations upon out-
standing debts prove to be more or less
than estimated at the time of the crea-
tion of the existing reserve, the amount
of the excess or inadequacy In the exist-
ing reserve should be reflected in the de-
termination of the reasonable addition
necessary 'in the taxable year. A tax-
payer using the reserve method should
miake a statement in his return showing
the volume of his charge sales (or other
business transactions) for the year and
the percentage of the reserve to such
amount, the total amount of notes and
accounts receivable at the begining and
close of the taxable year, and the amont
of the debts which have become wholly
or partially worthless and have been
charged against the reserve account.

§ 29.23 W -6 Non-business bad debt$.
In the case of a taxpayer, other than a
corporation, if a non-business bad debt

.becomes entirely worthless within a tax-
able year beginning after December 31.
1942, the loss resulting therefrom shall
be treated as a los from the sale or ex-
change of a capital asset held for not
more than sLx months. Such a loss is
subject to the limitations provided in
section 117 with respect to gains and
losses from the sale and exchange of
capital assets. A loss with respect tp such

,a debt will be treated as sustained only
if and when.the debt has b-come totally
,worthless, and no deduction shall be al-
lowed for a non-business debt which Is

recoverable in part during the taxable
year. Nor are the provisions of this
section applicable li the case of a loss
resulting from a security as defined in
section 23 W) (3). A non-business debt
is a debt, other than a debt the loss from
the worthlessness of which Is incurred in
the taxpayers trade or business and other
than a, debt evidenced by a security as
that term is defined in section 23 (k) (3).
The question whether a debt is one the
loss from the worthlessness of which is
Incurred in the taxpayer's trade or busi-
ness s a question of fact in each particu-
lar case. The determination of this ques-
tion is substantially the same as that
which is made for the purpose of ascer-
taining whether a loss from the type of
transaction covered by section 23 (e) is
"Incurred in trade or business" under
paragraph (1) of thatsection.

The character of the debt for this pur-
pose Is not controlled by the circum-
stances attending Its creation or its sub-
se-quent acquisition by the taxpayer or by
the use to which the borrowed funds are
put by the recipient, but is to be deter-
mined rather by the relation which the
loss resulting from the debt's becoming
worthless bears to the trade or business
of the taxpayer. If that relation is a
proxinmte one n the conduct of the trade
or business In which the taxpayer is en-
gaged at the time the debt becomes
worthless, the debt is not a non-business
debt for the purposes of this amendment.

To Illustrate: A, an Individual engaged in
the grocery business and who ma his In-
come tax returns on the calendar year basLs,
extends credit on an ojen account to B in
1941.

(1) In 1942 A rell thebuline.s but rL-
talna the claim against B. 7he claim bre-
comes wortilecs In A's hands in 1943. A's
los is controlled by the nonbusiness debt
provslions. While the original consideration
was advanced by A In his trade or business,
the loss Na not sustained as a proximate
Incident to the conduct of any trade or bust-
nes In which he w engaged at the time
the rli became wortble.-

(2) In 1942 A Eans the business to C but
clls the claim against B to the taxpayer D.
The, claim becomes worthles in D's han
in 1943, at a time when D I-not engagd
In a trade or busines Incident to the conduct
of which a loss from the worthlessness of
auch a claim would be a proximate result.
Ds lo3 13 controlled by the nonbusiness debt
provisions, even thou ;h the original consid-
eration ras advanced by A n his trade or
busines.

(3) In 1942 A dies, leaving the businsa
including the accounts receivabIe. to his
con, C, the taxpayer. The claim against B
becomes worthles in C's hands. C's loss is
not controlled by the nonbusines- debt pro-
visions. While C did not advance any con-
rideratlon for the Aim or acquire It in
carrying on his trade or busin-, the loss was
su-tained as a proximate incident to the con-
duct of the trade or bus ness in which he
was engaged at the time the debt became
worthlecz.-

(4) In 1942 A dies, leaving the business
to his En, C, but the claim ag-ainst B to
his san, D, the taxpayer. The claim agalnst
B becomes worthl- in D's hands in 1S-, at
a time whe D Is not engaged In a trade or
businecs incident to the conduct of mlich
a lcss from the worthlesness of such a claim
would be a proximate result. D'slos :scon-
trolled by the nonbusin=e debt pra-,Lo=,
-even thouZh the original consideration was
advanced by A in his trade or businezs.
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(5) In 1942 A dies and while his executor,
C, Is carrying on the business, the claim
against B becomes worthless. The loss sus-
tained by A's estate is not controlled by the
nonbusiness debt provisions. While C did
not advance any consideration for the claim
on behalf of the estate or acquire it in car-
rying on a trade or business in which the
estate was engaged, the loss was sustained
as a proximate incident to the conduct of
the trade or business in which the estate was
engaged at the time the debt became worth-
less.

(6) In 1942, A, In liquidating the business,
attempts to collect B's claim but finds that
it has become worthless. A's loss is not con-
trolled by the non-business debt provisions,
since a loss incurred in liquidating a trade
or business is a proximate incident to the
conduct thereof.

The provisions of this section with re-
spect to non-business debts are appli-
cable only to taxable years beginning
after December 31, 1942.

[SEc. 23. DEucTioNs FROM GROSS iNcoME--
as amended by secs. 211 (a), 224, Rev. Act
1939; sees. 301, 506 (b), 2d Rev. Act 1940; sec.
10 (b), Excess Profits Tax Amendments 1941;
sec. 202 (a), Rev. Act 1941;, seas. 105 (c),
120 (b), 121 (a) (c), 122, 123 (a), 124 (a),
125,126 (a), 127 (a) (c), 128,13 4(d), 158 (b),
162 (b), Rev. Act 1942.]

[In computing net income there shall be
allowed as deductions:]

(1) Depreciation. A reasonable allowance
for the exhauston, wear and tear (including
a reasonable allowance for obsolescence)-

(1) of property used in the trade or busi-
ness, or

(2) of property held for the production of
income.
In the case of property held by one person
for life with remainder to another person,
the deduction shall be computed as if, the-
life tenant were the absolute owner of the
property and shall be allowed to the life
tenant. In the case of property held in trust
the allowable deduction shall be apportioned
between the income beneficiaries and the
trustee in accordance with the pertinent
provisions of the instrument creating the
trust, or, in the absence of such provisions,
on the basis of the trust income allocable to
each.

§ 29.23 (1)-1 'Depreciation. A reason-
able allowance for the exhaustion, wear
and tear, and obsolescence of property
Used in the-trade or business, or treated
under § 29.23 (a)-15 as held by the tax-
payer for the production of income, may
be deducted from gross Income. For
convenience such an allowance will usu-
ally be referred to as depreciation, ex-
cluding from the term any idea of a
mere reduction in m~rket value not re-
sulting from exhaustion, wear and tear,
or obsolescence.' The proper allowance
for such depreciation is that amount
which should be set aside for the taxable
year in accordance with a reasonably
consistent plan (not necessarily at a uni-
form rate), whereby the aggregate of the
amounts so set aside, plus the salvage
value, will, at the end of the useful life
of the depreciable property, .equal the
cost or other basis of the property de-
termined in accordance with section 113.
Due regard must also be given to ex-
penditures for current upkeep. In the
case of property held by one person for
life with remainder to another person,
the deduction for depreciation shall be
computed as if the life tenant were the
absolute owner of the property so that

he will be entitled to the deduction dur-
ing his life, and thereafter the deduc-
tion, if 'any, will be allowed to the re-
mainderman. In the case of property
held in trust, the allowable deduction is
to be apportioned between the income
beneficiaries and the trustee in accord-
ance with the pertinent provisions of
the will, deed, or other instrument cre-
ating the trust, or, in the absence of
such provisions, on the basis of the trust
income which is allocable to the trus-
tee and the beneficiaries, respectively.
Forexample, if the trust instrument pro-
vides that the income of the trust com-
puted without regard to depreciation
shall be distributed to a named bene-
ficiary, such beneficiary will be entitled
to the depreciation allowance to the ex-
clusion of the trustee, while if the in-
strtument provides that the trustee in
determining 'the distributable income
shall first make. due allowance for keep-
ing the trust corpus intact by retaining
a reasonable amount of the current in-
come for that purpose, the allowable de-
duction will be granted in full to the
trustee. For deduction with respect to
the amortization of emergency facilities,
in lieu of the deduction for depreciation,
see sections 23 (t) and 124.

§ 29.23 (1D-2 Depreciable property.
The necessity for a depreciation allow-
ance arises from the fact that certain
property used in the business, or treated
under § 29.23 (a)-15 as held by the tax-
payer for the production of income,
gradually approaches a point where its
usefulness is exhausted. The allowance
should be confined to property of this
nature. In the case of tangible prop-
erty, It applies to that which is subject
to wear and tear, to decay or decline from
natural causes, to exhaustion, and to
obsolescence due to the normal progress
of the art, as where machinery or other
property must be replaced by a new in-
vention, or due to the inadequacy of the
property to the growing needs of the
business. It does not apply to inven-
tories or to stock in trade, or to land
apart from the improvements or physical
development added to it. It does not
apply to bodies of minerals which
through the process of removal suffer
depletion, other provisions for this being
made in the Internal Revenue Code.
(See sections 23 (m) and 114.) Property
kept in repair may, nevertheless, be the
subject of a depreciation allowance.
(See § 29:23 (a)-4.) The deduction of
an allowance for depreciation is limited
to property used in the taxpayer's trade
or business, or treated under § 29.23
(a) -15 as held by the taxpayer for the
production of income. No such allow-
ance may be made in respect of auto-
mobiles or other vehicles used solely for
pleasure, Obuilding used by the taxpayer
solely as his residence, or in respect of
furniture or furnishings therein, per-
sonal effects, or clothing; but properties
and costumes used exclusively in a busi-
ness, such as a theatrical business, may
be the subject of a depreciation allow-
ance.

§ 29.23 (1)-3 Depreciation of intangi-
ble property. Intangibles, the use of
which in the trade or business or in the

production of income Is definitely limited
in duration, may be the subject of a de-
preciation allowance. txamples are
patents and copyrights, licenses, And
franchises. Intangibles, the use of
which in the business or trade or In the
production of income is not so limited,
will not usually be a proper subject of
such an allowance. If, however, an In-
tangible asset acquired through capital
outlay is known from experience to be
of value in the busnbss or in the pro-
duction of income for only a limited
period, the length of which can be esti-
mated from experience with reasonable
certainty, such intangible asset may be
the subject of a depreciation allowance,
provided the facts are fully shown In the
return or prior thereto to the satisfac-
tion of the Commissioner. No deduction
for depreciation, Including obsolescence,
is allowable in respect of good-will.

§ 29.23 (1-4 Capital sum recoverable
through depreciation allowances. The
capital sum to be replaced by deprecia-
tion allowances is the cost or other basis
of the property in respect of which the
allowaned is made. (See sections 113 (a)
and 114.) To this amount should be
added from time to time the cost of im-
provements, additions, and betterments,
and from it should be deducted from time
to time the amount of any definite logs
or damage sustained by the property
through casualty, as distinguished from
the gradual exhaustion of Its utility
which is the basis of the depreciation al-
lowvance. (See section 113 (b).) In the
case of the acquisition on or after March
1, 1913, of a combination of depreciablp
and nondepreclable property for a lump
price, as, for example, buildings and land,
the capital sum .to be replaced Is limited
to an amount w1ich bears the same pro-
portion to the lump price as the value of
the depreciable property at the time of
acquisition bears to the value of the en-
tire property at that time. In the case
of property which h'as been the subject
of deductions for amortization under sec-
tions 214 (a) (9) and 234 (a) (8) of the
Revenue Acts of 1918 and 1921, deprecia-
tion deductions will be computed after
the close of the amortization period upon
the cost or other basis of such property
after the amortization allowance has
been deducted. No depreciation deduc-
tion will be allowed in the case of prop-
erty which has been amortized to Its
scrap value and is no longer in use.

§ 29.23 ()-5 Method of computing
depreciation allowance. The capital
sum to be recovered shall be charged off
over the useful life of the property, either
in equal annual Installments or In ac-
cordance with any other recognized trade
practice, such as an apportionment of
the capital sum over units of production.
Whatever plan or method of apportion-
ment is adopted must be reasonable and
must have due regard to operating con-
ditions during the taxable period. The
reasonableness of any claim for depre-
ciation shall be determined upon the
conditions known to exist at the end of
the period for which the return is made.
If the cost or other basis of the property
has been recovered through depreciation
or other allowances no further deduc-
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tion for depreciation shall be allowed.
The deduction for depreciation in respect
of any depreciable property for any tax-
able year shall be limited to such ratable
amount as may reasonably be considered
necessary to recover during the remain-
ing useful life of the 'property the unre-
covered cost or other basis. The burden,
of proof will rest upon the taxpayer to
sustain the deduction claimed. There-
fore, taxpayers must furnish full and
complete information with respect to
the cost or other basis of the assets in
respect of which depreciation is claimed,
their age, condition, and remaining use-
ful life, the portion of their cost or other
basis which has-been recovered through
depreciation allowances for prior taxable
years, and such other information as the
Commissioner may require in substantia-
tion of the deduction claimed.

A taxpayer is not permitted under the
law to take advantage in later years of
his prior failure to take any depreciation
allowance or of his action in taking an
allowance plainly inadequate under the
known facts in prior years. This para-
graph may be illustrated by the follow-
ing example:

Example. An asset was purchased Janu-
ary 1, 1937, at a cost of $10,000. The useful
life of the asset is 10 years. It has no salvage
value. Depreciation was deducted and al-
lowed for 1937 to 1941 as follows:
1937 -------------- $1, 000.0o
1938 ...............................
1939 -- ------------------------ 2,000.00
1940 - ------ 2,000.00
1941 ........-----.....--------.--

Total amount allowed ------. 5,000.00
The correct amended reserve as of Decem-

ber 31, 1941, is computed as follows:
December 31-

1937 .... $1, 000.00
1938 -------------------------- 1, 000.00
1939 -----------------------. 2 000.00
1940 -------------------------- 2,000.00
1941.--------666.67

Reserve December 31, 1941..... 6,666.67

Depreciation for 1942 and subsequent tax-
able years is $666.67, computed as follows:
cost ----------------- $10. 000.00
Reserve as of December 31, 1941-. 6,666.67

Unrecovered cost ----------- 3,333.33
Depreciation allowable for 1942

and each subsequent taxable
year (6% percent of $10,000) 666.67

§ 29.23 ()-6 Obsolescence. With re-
spect to physical property the whole or
any portion of which is clearly shown by
the taxpayer as being affected by eco-
nomic conditions that will result in its
being abandoned at a fuuture date
prior to the end of its normal useful life,
so that depreciation deductions alone are
insufficient to return the cost or other
basis at the end of its economic term of
usefulness, a reasonable deduction for
obsolescence, in addition to depreciation,
may be allowed in accordance with the
facts obtaining with respect to each item
of property concerning which a claim for
obsolescence is made. No deduction for
obsolescence will be perinitted merely be-
cause, in the opinion of a taxpayer, the
property may become obsolete at some
later date. This allowance will be con-
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fined to such portion of the property on
which obsolescence Is definitely shown to
be sustained and cannot be held appli-
cable to an entire property unless all por-
tions thereof are affected by the condi-
tions to which obsolescence is found to be
due.,

§ 29.23 ()-7 Depreciation of patent
or copyright. In computing a deprecia-
tion allowance In the case of a patent or
copyright, the capital sum to be replaced
is the cost or other basis of the patent or
copyright. The allowance should be
computed by an apportionment of the
cost or other basis of the patent or copy-
right over the life of the patent or copy-
right since its grant, or since its acquisi-
tion by the taxpayer, or in' the case of a
copyright, since March 1, 1913, as the
case may be. If the patent or copyright
was acquired from the Government, its
cost consists of the various Government
fees, cost of drawings, experimental mod-
els, attorneys' fees, development or ex-
perimental expenses, etc., actually paid.
Depreciation of a copyright can be taken7
on the basis of the fair market value as of
March 1, 1913, only when affirmative and
satisfactory evidence of such value Is
offered. Such evidence should whenever
practicable be submitted with the return.
If the patent becomes obsolete prior to its
expiration, such proportion of the
amount on which its depreciation may be
based as the number of years of its re-
maining life bears to the whole number
of years intervening between the basic
date and the date when it legally expires
may be deducted. The fact that depre-
ciation has not been taken in prior years
does not entitle the taxpayer to deduct
in any taxable year a greater amount for
depreciation than would otherwise be
allowable.

§ 29.23 ()-8 Depreciation of draw-
ings and mbdels. If a taxpayer has in-
curred expenditures in his business for
designs, drawings, patterns, models, or
work of an experimental nature calcu-
lated to result in improvement of his
facilities or his product, and if the period
of usefulness of any such asset may be
estimated from experience with reason-
able accuracy, It may be the subject of
depreciation allowances spread over such
estimated period of usefulness. The
facts must be fully shown in the return
or prior thereto to the satisfaction of
the Commissioher. Except for such de-
preciation allowances no deduction shall
be made by the taxpayer against any
sum so set up as an asset except on the
sale or other disposition of such asset
at a loss or on proof of a total loss
thereof.

§ 29.23 ()-9 Records of depreciable
property. In order that the verification
of depreciation allowances claimed by
the taxpayer may be facilitated, depre-
ciation shall be recorded on the tax-
payer's books, the amount measuring a
reasonable allowance for depreciation
either being deducted directly from the
book value of the assets or preferably
being credited to a depreciation reserve
account, which should be reflected in the
annual balance sheet. For the samd
reason the allowances shall be computed

and recorded with express reference to
specific items, units, or groups of prop-
erty, each Item or unit being considered
separately or specifically included in a
group with others to which the same
factors apply. Also, the taxpayer's
books shall show the basis of the de-
preciable property and any adjustments
thereto, and, in cases where the basis
of the property is other than cost, or
value on March 1, 1913, or value at date
of acquisition (as, for example, if the
property was acquired by gift or trans-
fer in trust after Decemb?r 31, 1920),
or through a reorganization or a tax-free
exchange (see particularly section
113 (a), the books shall show the data
used in ascertaining such basis and the
adjustments thereto. If a taxpayer does
not desire to have his regular books of
account show all of the factors entering
Into the computation of depreciation al-
lowances, such factors shall be recorded
in permanent auxiliary records which
shall be kept with and reconciled with
the regular books of account.

§ 29.23 (1)-10 Depreciation in case of
farmers. A reasonable' allowance for
depreciation may be claimed on farm
buildings (other than a dwelling occu-
pied by the ovmer), farm machinery, and
other physical propekty. A reasonable
allowance for depreciation may also be
claimed on livestock acquired for work,
breeding, or dairy purposes, unless they
are Included in an inventory used to
determine profits in accordance with
§ 29.22 (a)-7. Such depreciation should
be based on the cost or other basis and
the estimated life of the livestock. If
such livestock be included in an inven-
tory no depreciation thereof will be al-
lowed, as the corresponding reduction in
their value will be reflected in. the in-
ventory. (See also §§ 29.23(a)-1l and
29.23(e)-5.)

IS= 23. Dzvcrxo-;s rnco =o3s; zucozx-
as amended by rces. 211 (a), 224, Rev. Act
1939; cecs. 301. 506 (b), 2d Rev. Act 1940;
cec. 10 (b), Excess Profits Tax Amendments
1941; sec. 202 (a), Rev. Act 1941; Secs. 105 (c),
120 (b), 121 (a) (c), 12, 123 (a), 124 (a),
123,128 (a), 127 (a) (c), 128,134 (d), 153 (b),
162 (b). Rev. Act 1942.1

[In computing net income there shall be
allowed as dcductlons:]
(m) Dpi!ction. In the case of mines, oil

and gas wells, other natural deposits, and
timber, a reasonable allowance for depletion
and for depreciation of Improvements, ac-
cordln- to the peculiar conditions in each
cae; such reazonable allowance in all cases
to be made under rules and regulations to be
pres-cribed by the Commlsaoner, with the
approval of the Secretary. In any case in
which it I, ascertained as a result of opera-
tions or of development work that the re-
coverable units are greater or less than the
prior estimate thereof, then such prior esti-
mate (but not the basls for depletion) shall
be revised and the allowance under tils sub-
section for subzequent taxable years shall
be baz"ed upon such revised estimate. In the
cac of leaoso the deductions shall be equi-
tably apportioned between the lessor and
lee. In the case of property held by one
person for life vth remainder to another
person, the deduction shall be computed as
If the life tenant were the absolute owner of
the property and shall be allowed to the
life tenant. In the case of property held in
truat the allowable deduction shall be ap-
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portioned between the income beneflciaries
and the trustee in accordance with. the per-
tinent provisions of the Instrument creating
the trust, or, In the absence of suctl provi-
slons, on the basis of the trust- income
allocabla to each.

For percentage depletion allowable under
this'subsection, see section. 114- (b)-, (3); and,
(4).

(n) Basis for deprecfation- and depletion.
The basis upon which depletion, exhaustion,
wear and tear, and obsolescence are to, bL,
allowed in respect of any property shall be
as provided In. section 114.

§ 2g.2a (m) A Depletion of -mines, oz
and gas. wells, other natural deposits,.
and timber; ifepreciation. of improve-
ments. Section 23. (m) provides that
there shall be allowed. as a deduction in
computing net indome in the case of
minds, oil and gas wells, other natural
deposits, and timber, a reasonable allow-
ance for depletion. and for depreciation
of impravements Section 114.prescribes
the bases. upon which. depreciation and.
depletion are to, be allowed.

Under such provisions, the owner of
an economic interest in mineral deposits
or standing timber is allowed annual de-
pletion deductipns.\ An, economic inter-
est ispossessed in every case in which the
taxpayer has acquired, by investment,
any interest in, mineral in-place-or stand--
ing timber and secures, by any form of
legal relationship, income derived from
the severance and sale of the mineral or'
timber, to which he must* look' for m re-
turn of his capital. But a person who
has no capital investment in the mineral
deposit or standing timber does.not pos-
sess. an. economic interestmereIy because.
through a contractual relation too the
owner, he possesses a mere economic ad-
vantage derived from. production, Thus,
an agreement. between the owner of an
ecc1nomia interest and another entitling
the latter to. purchase the product. upon,
production or to share in the net income
derived from the interest of such owner
does not convey a depletable economc:
interest.

The 'adjusted. basis of deprecfable
propertf-is returnable through annual
depreciation, deductions. Depreciatior.
and depletion deductions-on theproperty
of a corporation are allowed to the cor-
poration and not to- its shareholders.
(But see § 29.115-4.)' The principes-
governing the apportionment of depre-
ciation in the case of property heId by
one person for life with. remainder to an-
other person and in the case of property
held in. trust are also applicable to deple-
tion,. (See §. 29.23: (I-I.);

When used in these sections (§§ 29.23.
(mY-1 to. 29.23 (m) -28, inclusive) cover-
ing depletion and depreciation:.

(a) The "fair market value"' of aprop-
erty is that amount which- would induce.
a willing seller to-sell and a willing buyer
to purchase.

(h) A "mineral property" is the minm-
eral deposit, the development and plant
necessary for its extraction, and so much
of the surface of the land only as, is nec-
essary for purposes -of mineral extrac-
tion. The value of a mineral, property is,
the combined value of its component,
parts.

(c) The term "mineral. deposit' re-
fer to- minerals; in place-. The cost of &
mineral deposit is that proportion. of the
total, cost of the mineral property which
the value of the deposit bearsto the value,
of the property at the time of its pur-
chase.

(d) 'Minerals" include ores of. the
-metals; coal, oil, gas; and such nonne-
tallic substances, as- abrasives, asbestos,.
asphaltum, barytes, borax, building-
stone; cement rock, clay, crushed stone,,
feIdspar, fluorspar, fuller's earth, graph-
ite, gravel, gypsum, limestone, magnesite,
mari, mica, mineral' pfgments, peat, pot-
ash, precious stones, refractories, rock'
phosphate, salt,, sand, silica, slate, soap-
stone, soda, sulphur, and tal.

Ce) The term"mine" does not include
oil and gas wells.

(f)- "Gross income from the property,"
as used in section 114' (b) (3) and (4)
and.§§29.23 Cm)-T to 29.23 (mY-2g, in-
clusive, means.the amount forwhich the
taxpayer sells the crude mineral product
of the property in the immediate vicill-
ity of- the mine orwell, hubt if the prod-
uct; is transported or processed (other
than by the processes excepted irelya
before sale;'it means the representative
market or field" price (as of the date, of
saleY or crude mineral product of like
Rind and gradi before such transporta-
tion or processing. If there is nor such
representative market or field price (as:
of the date of sale), then there shalt be
used in lieu thereof the represen tUtU

market or field price otthe frst mar-
ketabIe' product resulting from any
process or processes (or, if" the product
in its, crude state is merely transported.
the price forwhich sold) minus the cosft
and proportionate prdflts attributable ta
the transportation and the processes nbt
listed below. The processes excepted are
as follows:

il In the case of coal-cleaning&
breaking, sizing, and loading at the mine
-for shipment;.

(2) In the case of sulphur--pumpingr
to vats, cooling, breaking, andloading at:
tile mine for shipment,

(3), In the case of iron ore, ball and
sagger clay or rock asphalt. and ore&
which are customarily sold in the forn
of the crude mineral product-sorting oz
concentrating to bring tor shipping gradI
and loading at the mine for shipment;
and.

(4- in the case of lead, zinc copper,
gold, silver, or fluorspar ores and ores
which are not customarily sold in the
form- of the, crude mineral product-
crushing, concentrating (by gravity or
flotation)-, and other processes to the ex-
tent to which they do not beneficiate
the product in greater degree (in rela-
tion to- the crude mineral product orr the
one hand and the refined product on the
6therY than crushing- and concentrating
(by gravity or- flotation . ,

In case any of the excepted processes
are not applied, In the immediate vicin-
ity of the mining district in which, the
mine islocated, costs incurred'for trans-
portation to-theprocessing location and
if transported" by taxpayer; the propor-
tionate profits attributable to transpor-

tation.should be subtracted from the sala-
price of the product to determine "gro~s
income from the property.'

In the case of oil and gas if the crudT
mineral product Is. not sold. on the prop-
erty but is manufactured or converted.
into a refined product or is transported.
from, the- property prior tcrthe sale, then;
the "gross income from the property"
shall be assumed toA-be ecuivalent to. the
market or field price of the oil or gas
before conversion or transportation.
Im, all cases there shall be excluded irm

determining the '"gross Income from the
property" ai amount equal to. any rent3s
or royalties. which. were paid: or fncurred
by the taxpayer in respect of the prop-
erty. and are not otherwise excluded from
the "gross income fron the property,."
If royalties in the form, of bonus. pay-
ments have been. paid In. respect of the
property in the taxable year or any prior
years or if advanced royalties have been
paid in respect of the property Ir any
taxable- year ending prior to. December
31-L 1939,, the amount, excluded fronr"gross income from the property" for the
current taxable year on acqount, of such,
payments shall be an amount equal to
that part of such payment which isallo-
cable to the product sold, during the cur-
rent taxable ydar- If advanced royalties
have been paid in respect of theproperty
in any taxable- year ending on or after
December 31, 1939, the amount excluded
from "gross income from the property"

- for the current taxable- year on account
of such payments shall be an amount'
equal to the deduction for such taxable
year taken on account, of. tuch. payments
pursuant-to § 29.23 (m)-10 (e).

(g' "Metncome of thetaxpayer (com-
puted without allowance for depletion)
from the property," as used In section
III (b) (2Y,. (3, and (41 and 9§ 2923
(ml-1 to 29.23 (m) -28, inclusive, means
the "gross income from the property" as
defined in. paragraph. (M of this section
less the- allowable deductions attributable
to the mineral property, upon which the
depletion, is claimed, and the allowable
deductions attributable toc the processes
listed, in. paragraph (f) in so far as they
relate to the product- of such property,
including overhead and operating ex-
penses, development cst s- properly
charged to: expense, depreciation, taxes,
losses sustained' etc.. but excluding any
allowance for depletion. Deductions not
directly. attributable to particular prop-
erties; or processesshal be fairly allo-
cated. Too ilustratez In cases. where the
taxpayer engages in activities in ad'lL-
tiort ta mineral extraction an& to. the
processes listed, in paragraph (f0, deduc-
tions; for depreciation, taxes, general, ex-
penses' and overhead, which cannob be
directly attributed to. any specific actv-
ity,. shall be fairly apportioned between
(1) the mineral extraction and the: proc-.
esseslisted in paragraph Cf) and' (2) the
additional activities, taking Into account
the ratia which the operating expenses
directly dttributable to the mineral en.-
traction and the processes. listed irf para-
graph (f) bear to the operating exponsem
directly attributable to the additional
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activities. If more than one mineral
property is involved, the deductions ap-
portioned to the mineral extraction and
the processes listed in paragraph ()
shall, in turn, be fairly apportioned to
the several properties, taking into ao-
count their relative production.

(hY "Crude mineral product," as used
in paragraph (f) of this section, means
the product in the form in which it
emerges from the mine or wll.

(i) "The property," as used in section
114 (b) (2), (3), and (4) and §§ 29.23
(m)-1 to 29.23 (m)-19, inclusive, means
the interest owned by the taxpayer in
any mineral property. The taxpayer's
interest in each separate mineral prop-
erty is a separate "property"; but, where
two or more mineral properties are in-
cluded in a single tract or parcel of land,
the taxpayer's interest in such mineral
properties may be considered to be a
single "property," provided such treat-
ment is consistently followed.

§ 29.23 (m)-2 Computation of deple-
tion of miftes, oil and gas wells, and other
natural deposits without reference to
discovery value or percentagg depletion.
The basis upon which depletion, other
than discovery depletion or percentage
depletion, is to be allowed in respect of
any property is the basis provided in
section 113 (a), adjusted as provided in
section 113 (b) for the purpose of de-
termining the gain upon the sale or other
disposition* of such property. (See
§§ 29.113 (a)-1 to 29.114-1, inclusive.)
If the amount of the basis as adjusted
applicable to the mineral deposit has
been determined for the taxable year,
the depletion for that year shall be com-
puted by dividing that amount by the
number of units of mineral remaining
as of the taxable year, and by multiply-
ing the depletion unit, so determined,
by the number of units of mineral sold
within the taxable year. In the selec-
tion of a unit of mineral for depletion,
preference shall be given to the principal
or customary unit or units paid for in
the products sold, such as tons of ore,
barrels of oil, or thousands of cubic
feet of natural gas.

- As used in this section the phrase
"number of units sold within the tax-
able year," in the case of a taxpayer re-
porting income on the cash receipts and
disbursements basis, includes units for
which payments were received within
the taxable year although produced or
sold prior to the taxable year, and ex-
cludes units sold--but not paid for in
the taxable year. The phrase does not
include units with respect to which de-
pletion deductions were allowed or al-
lowable prior to the taxable year.

"The number of units of mineral re-
maining as of the taxable year" is the
number of units of mineral remaining at
the end of the year to be recovered from
the property (including units recovered
but not sold) plus the "number of units
sold Vithin the taxable year" as defined
in this section.

In determining the amount of the basis
as adjusted applicable to the mineral de-
posit there shall be excluded (a) amounts
representing the cost or value of the land
for purposes other than mineral pro-

duction, (b) the amount recoverable
through depreciation and through de-
ductions other than depletion, and (c)
the residual value of other property at
the end of operations, but there shall be
included, in the case of oil and gas wells,
those amounts of capitalized drilling and
development costs which, as provided in
§ 29.23 (m)-16, are recoverable through
depletion.

In the case of a natural gas well where
the annual production is not metered
and is not capable of being estimated
with reasonable accuracy, the taxpayer
may compute the depletion allowance
(without reference to percentage deple-
tion) in respect of such property for the
taxable year by multiplying the adjusted
basis of the property by a fraction, the
numerator of which Is equal to the de-
cline in closed or rock pressure during
the taxable year and the denominator of
which is equal to the expected total de-
cline In closed or rock pressure from the
taxable year to the economic limit of
production. Taxpayers computing de-
pletion by this method must keep ac-
curate records of periodical pressure
determinations.

§ 29.23 (m)-3 Computation of deple-
tion ot'mnes (other than metal, coal,
fluorspar, ball and sagger clay, rocTl
asphalt, or sulphur mines) on basis of
discovery value. The basis upon which
depletion is to be computed in the case
of mines (other than metal, coal, fluor-
spar, ball and sagger clay, rock asphalt,
or sulphur mines) discovered by the tax-
payer after February 28, 1913, is the fair
market value of the property at the date
of discovery or within 30 days thereafter,
if such mines were not acquired as the
result of purchase of a proven tract.or
lease, and if the fair market value of the
property is materially disproportionate
to cost. The value must be equitably
apportioned between the owners of the
economic interests therein. For the
method of determining whether a dis-
covery has been made, see § 29.23 (m)-14.
For the method of determining the fair
market value, see § 29.23 (n)-7.

With respect to any property for which
discovery value Is the taxpayer's basis
for depletion, the depletion for any tax-
able year shall be computed by (1) add-
ing to the discovery value of the mineral
deposit in the property any subsequent
allowable capital additions made by the
taxpayer, (2) subtracting the aggregate
of depletion deductions with respect to
the property which would previously
have been allowable to the taxpayer
without the application of any net in-
come limitation, (3) dividing the re-
mainder by the number of units of min-
eral-remaining as the taxable year, and
(4) multiplying the depletion unit, thus
determined, by the number of units of
mineral sold within the taxable year.

The depletion allowance based on dis-
covery value under this section shall not
exceed 50 percent of the net income of
the taxpayer (computed without allow-
ance for depletion) from the property
upon which the discovery was made, ex-
cept that in no case shall the depletion
be less than it would be if computed
without reference to discovery value,

For definition of "net income of the tax-
payer (computed without allowance for
depletion) from the property," see
9 29.23 (m)-1 (g).

This section does not apply to metal
mines, coal mines, fluorspar mines, ball
and sagger clay mines, rock asphalt
mines, or sulphur mines or deposits, or
to oil or gas wells.

As used in this section the phrase
"number of units sold within the taxable
year," in the cage of a taxpayer report-
ing income on the cash receipts and dis-
bursements basis, includes units for
which payments were received within
the taxable year although produced and
sold prior to the taxable year, and ex-
cludes units sold but not paid for in the
taxable year. The phrase does not in-
clude units with respect to which de-
pletion deductions were allowed or al-
lowable prior to the taxable year.

"The number of units of mineral re-
maining as of the taxable year" is the
number of units of mineral remaining at
the end of the year to be recovered from
the property (including units recovered
but not sold) plus the "number of units
sold within the taxable year" as defined
in this section.

§ 23.23 m)-4 Computation of deple-
tion based on a percentage of income in
case of oil and gas wells. Under section
114 (b) (3), in the case of oil and gas
wells, a taxpayer may deduct for deple-
tion an amount equal to 27Y2 percent
of the gross income from the property
during the taxable year, but such deduc-
tion shall not exceed 50 percent of the
net income of the taxpayer (computed
without allowance for depletion) from.
the property. (For definitions of "gross
income from the property" and "net in-
come of the taxpayer (computed with-
out allowance for depletion) from the
property," see § 29.23 Wm)-1 () and (g).)
In no case shall the deduction computed
under this section be less than it would
be if computed upon the cost or other
basis of the property provided in section113.

§ 29.23 (m)-5 Computation of deple-
tion based on Percentage of income in
case of coal mines, metal mines, fluorspar
mines, ball and sagger clay mines, rocl
asphalt mines, and sulphur mines or de-
posits. Under section 114 (b) (4) a tax-
payer may deduct for depletion an
amount equal to 5 percent of the gross in-
come from the property during the tax-
able year in the case of coal mines, an
amount equal to 15 percent of the gross
income from the property during the tax-
able year in the case of metal, fluorspar,
ball and sagger clay, or rock asphalt
mines, and an amount equal to 23 percent
of the gross income from the property
during the taxable year in the case of
sulphur mines or deposits, but such de-
duction shall not in any case exceed 50
percent of the net income of the tax-
payer (computed without allowance for
depletion) from the property. (For
definitions of "gross income from the
property" and "net income of the tax-
payer (computed without allowance for
depletion) from the property," see
§ 29.23 (m)-I (M and (g).) In no case
shall the deduction computed under this
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section be less than it would be if com-
puted upon the cost or other basis of
the property provided in section 113. "

A taxpayer may compute the depletion
allowance provided in this section, or in
§ 29.23 (m)-2, without regard to any
election previously made in respect of
computation of the allowances.

§ 29.23 (m)-6 Determination of cost
of deposits. In any case in which a de-
pletion or depreciation deduction is com-
puted on the basis of the cost or price at
which any interest in any mineral prop-
erty, was acquired, the taxpayer will be
required to show that the cost or price at
which such interest was bought was fixed
for the purpose of a bona fide purchase
and sale, by which the interest passed in
fact as well as in form to an owrier other
than the vendor. No fictitious or in-
flated cost or price will be permitted to
form the basis of any calculation of a de-
pletion or depreciation deduction, and in
determining whether the price or cost at
which any purchase or sale was made
represented the actual market value of
the interest sold, due weight will be given
to the relationship or connection existing
between the person selling the interest
and, the buyer thereof.

§ 29.23 (m)-7 Determination of fair
market value of mineral properties, in-
cluding oil and gas piroperties. a) If
the fair market value of the property at
a specified date is to be determined for
the purpose of ascertaining the basis for
depletion and depreciation deductions,
such value must be determined, subject
to approval or revisrbn by the Commis-
sioner, by the owner of the property in
the light of- the conditions and circum-
stances known at that date, regardless of
later discoveries or developments in the
property or subsequent improvements in
methods of extraction and treatment of
the mineral product. The value sought
should be that established assuming a
transfer between a willing seller and a
willing buyer as of that particular date.
The Commissioner will give due weight
and consideration to any and all factors
and evidence having a bearing on the
market value, such as cost, actual sales
and transfers of similar properties, mar-
ket value of stock or shares, royalties
and rentals, value fixed by the owner for
purpose of the capital stock tax, valua-
tion for local or State taxation, partner-'
ship accountings, records of litigation In
which the value of the property was in
question, the amount at which the prop-
erty may have been inventoried in pro-
bate court, and, in the absence of better
evidence, disinterested appraisals by ap-
proved methods. Valuations by analytic
appraisal methods, such as the present
value method, are not entitled to great
weight, (1) If the value of a mineral
deposit can be determined upon the basis
of cost or replacement value, (2) if the
knowledge of the 'presence of the min-
eral has not greatly enhanced the value
of the mineral property, (3) if the re-
moval of the mineral does not materially
reduce the value of the property from
which it Is taken, or (4) if the profits
"arising from the exploitation of the min-
eral deposit are wholly or in great part
due to the manufacturing or marketing

ability of the taxpayer or to extrinsic
causes other than the possession of the
mineral itself. If the fair market value
must be ascertained as of a certain date,
analytic appraisal methods will not be
used if the fair market value can rea-
sonably be -determined by any other
method.

(b) To determine the fair market
value of a mineral property by the pres-
ent value method, the essential factors
must be determined for each' deposit in-
cluded in the property. The factors es-
sential in thb case of all mineral deposits
are (1) the total expected profit, (2) the
rate at whichthis profit will be obtained,
and (3) the rate of interest commensu-
rate-with the risk for the particular de-
posit. In case of oil and gas properties
the additional factors are (I) the total-
quantity of oil and gas in terms of the
principal or customary unit (or units)
paid for in the product marketed, (ii)
the quantity of oil and gas expected to
be recovered during each operating pe-
riod, (iii) the average quality or grade

-of the oil and gas reserves, (iv) -the al-
,location of the total expected profit, to
the several processes or operations nec-
essary for the preparation of the oil
and gas for market, (v) the probable
operating life of the deposit in years, (vi)
the development' cost, and (vii) the op-
erating cost. In order to estimate the
total expected profit from the operation
of mines it is'hecessary to determine the
quantity, quality, and recoverable min-
eral content of the developed, probable,
and prospective ore reserves in all cases.
For mines with a prior operating record
the "spread of profit" per unit of recov-
erable mineral, or the percentage of net
profit to gross proceeds from mineral
production is the other factor required
in estimates of the total expected profit.
For mines with no prior operating record
the future sales price and future produc-
tion cost per unit of mineral must be
estimated in order to determine the
"spread of profit" per unit of recoverable
mineral.

(d) If the deposit has been sufficiently
developed the valuation factors specified
in paragraph (b) of this section may be
determined from past operating experi-
-ence. In the application -of, factors de-
rived from past experience full allow-
ance should be made for probablefuture
variati6ns in the rate of exhaustion,
quality or grade of the mineral, percent-.
age of recovery, cost of development,
production, interest rate, and selling
price of the product marketed during
the expected operating life of the mirL-
eral deposit. Mineral deposits for which
these factors may not be determined with
reasonable accuracy from past operating
experience may also, with the approval
of the Commissioner, be valued. by the
present value method; but the factors
must be deduced from concurrent evi-
dence, such as the general type of the
deposit, the characteristics of the dis-
trict in which it occurs, the habit of the
mineral deposits in the 'property itself,
the intensity of mineralization, the oil-
gas ratio, the rate at which additional
mineral has been disclosed by exploita-
tion, the stage of the operating life of
the property, and any other evidence

tending to establish a reasonable esiN
mate of the required factors.

(d) Mineral deposits of different
grades, locations, and probable dates of
extraction In a mineral property should
be valued separately. The mineral con-4
tent of a deposit shall be determined in
accordance with § 29.23 (m)-9. In esti-
mating the average grade of the deo
veloped and prospective mineral, account
should be taken of probable Increases or
decreases as indicated by the operating
history. The rate of exhaustion of a
mineral deposit should be determined
with due regard to the limitations im-
posed by plant capacity, by the character
of the deposit, by the ability to market
the mineral product, by labor condi-
tions, and by the operating program in
force or reasonably to be- expected for
future operations. The operating life of
a mineral deposit is that number of years
necessary for the exhaustion of both the
developed and prospective mineral con-
tent at the rate determined as above.
The operating.life of oil and gas wells Is
influenced by the natural decline in pres-
sure and flow, and also by voluntary or
enforced curtailment of production. The
operating cost Includes all current ex-
pense of producing, preparing, and mar-
keting the mineral product sold (duo
consideration being given to tax:s) ex-
clusive of allowable capital additions, as

-defined in §i 29.23 (m)-15 and 20.23
Wm)-16, and deductions for depreciation

and depletion, but Including cost of reo
pairs. For definitions of "development
expenses" and "operating expenses" in
the case of oil and gas wells, sea § 29.23

m)-16. This cost of repairs is notAto be
confused with the depreciation deduction
by which ihe cost or value of plant and
equipment is returned to the taxpayer
free from tax. In general, no estimates
of these factors will be approved by the
Comnissioner which are not supported
by the operating experience of the prop-
erty or which are derived from different
and arbitrarily selected periods.
(e) The value of each mineral deposit

is measured by the expected gross income
(the number of units of mineral recovel'
able in marketable form multiplied by
the estimated market price per unit) less
the estimated operating cost, reduced
to a present value as of the date as of
which the valuation is made at the rate
of interest commensurate with the risk
for the operating life, and further re-
duced by the value at that date of the
depreciable assets and of the capital ad-
ditions, if any, necessary to realze the
prbfits. "The degree of risk is generally
lowest in cases .vhere the factors of val-
uation are fully supported by the operat-
ing rebord of the mineral property prior
to the date as of which the valuation Is
made; relatively higher risks attach to
appraisals upon any other basis.

Cf) I, for the purpose of the equita-
ble -apportionment of depletion among
the several owners of economic interests,
the value of any mineral property must
be ascertained as of any specific date
for the determination of the basis for de4
pleton, the values of the several interestA
therein may be determined separately
but, when determined as of the samqo
date, shall together never exceed thd
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value at that date of the mineral prop-
erty in fee simple.

§ 29.23 (m)-8 Revaluation of mineral
deposits not allowed. No revaluation of
a property whose value as of any specific
date has been determined and approved
will be made or allowed during the con-
tinuance of the ownership under which
the value was so determined and ap-
proved, except in the case of a subse-
quent discovery of nonmetallic minerals,
other than fluorspar, ball and sagger clay,
rock asphalt, coal, sulphur, oil, or gas,
as defined in § 29.23 (m)-14, or oflmis-
representation or fraud or gross error
as to any facts known on the date as of
which the valuation was made. Revalu-
ation on account of misrepresentation or
fraud or such gross error will be made
only with the written approval of the
Commissioner. The value should, how-
ever, be corrected when a, virtual change
of ownership of part of the property re-
sults as the outcome of litigation. The
value should be redistributed:

(a) If a revision of the number of re-
maining recoverable units of mineral in
the property has been made in accord-
ance with section 23 (in) and § 29.23
(m)-9, and

(b) In the case of the sale of a part
of the property, between the part sold
and the part retained.

§ 29.23 (m)-9 Determination of min-
eral contents of mines and of oil or gas
ioells. If it is necessary to estimate-or
determine with respect to any property
as of any specific date the total recover-
able units (tons, pounds, ounces, bar-
rels, thousand of cubic feet, or other
measure) of mineral products reasonably
known, or on good evidence believed, to
have existed in the ground as of that
date, the estimate or detemination must
be made according to the method cur-
rent in the industry and in the light
of the most accurate and reliable infor-
mation obtainable. In the selection of
a unit of estimate, preference shall be
given to the principal unit (or units)
paid for in the product marketed. The
estimate of the recoverable units of the
mineral products in the property for
the purposes of valuation and depletion
shall include as to both quantity and
grade:

(a) The ores and minerals "in sight,"
"blocked out," "developed," or "assured,"
in the usual or conventional meaning of
these terms with respect to the type of
the deposit, and

(b) "Probable" or "prospective" ores
and minerals (in the corresponding
sense), that is, ores and minerals that
are believed to exist on the basis of good
edidence although not actually known
to occur on the basis of existing de-
velopment; but "probable" or "prospec-
tive" ores and minerals may be esti-
mated (1) as to quantity, only in case
they are extensions of known deposits
or are new bodies or masses whose ex-
istence is ihdicated by geological or other
evidence to a high degree of probability,
and (2) as to grade, only as accords with
the best indications available as to,
richness. - -

If the number of recoverable units of
mineral in the-property'has been previ-
D

ously estimated for the prior year or
years, and if there has been no known
change in the facts upon which the prior
estimate was based, the number of re-
coverable units of mineral in the prop-
erty as of the taxable year will be the
number remaining from the prior esti-
mate, but in any case in which It Is
ascertained either by the taxpayer or the
Commissioner as the result of operations
or development work prior to the close
of the taxable year that the remaining
recoverable mineral units as of the tax-
able year are materially greater or less
than the number remaining from the
prior estimate, then the estimate of the
remaining recoverable units shall be re-
vised and the annual depletion allowance
with respect to the property for the
taxable year and for subsequent taxable
years will be based upon the revised esti-
mate unless a change inthe facts requires
another revision. Such revised estimate
will not, however, affect the basis for
depletion.

§ 29.23 (m)-10 Depletion; adjust-
ments of accounts based on bonus or
advanced royalty. (a) If a bonus in
addition to royalties is received upon the
grant of rights in mineral property, there
shall be allQwed to the payee as a deple-

-tion deduction In respect of the bonus
an amount equal to that proportion of
the basis for depletion as provided in
section 114 (b) (1) or (2) which the
amount of the bonus bears to the sum
of the bonus ind the royalties expected
to be received. Such allowance shall be
deducted from the payee's basis for de-
pletion, and the remainder is recoverable
through depletion deductions on the
basis of royalties thereafter received. In
the case of the payor any payment made
for the acquisition of an economic In-
terest in a mineral deposit or standing
timber constitutes a capital investment
in the property recoverable only through
the depletion allowance.

(b) If the owner of operating rights in
mineral property for a term of years is
required to extract and pay for, annually,
a specified number of tons, or other
agreed units of measurement, of such
mineral, or to pay, annually, a specified
sum of money which shall be applied
in payment of the purchase price or
royalty per unit of such mineral when-
ever the same shall thereafter be ex-
tracted and removed from the premises.
the payee shall treat an amount equal
to that part of the basis for depletion
allocable to the number of units so paid
for in advance of extraction as an allowa-
ble deduction from the gross income of
the year in which such payment or pay-
ments shall be made; but no deduction
for depletion by such payee shall be
claimed or allowed in any subsequent
year on account of the extraction or re-
moval in such year of any mineral so
paid for in advance and for which deduc-
tion has once been made.

(c) If for any reason any grant of
mineral rights expires or terminates or
is abandoned before the mineral which
has been paid for in advance has been
extracted and removed, the grantor shall
adjust his capital account by restoring
therto the depletion deductions made In
prior years on account of royalties on
mineral paid for but not removed, and a

corresponding amount must be returned
as income for the year in which such
expiration, termination, or abandonment;
occurs.

d) In lieu of the treatment provided
for In paragraphs (a) and (b) above, the
owner of an economic interest in oil and
gas wells may take as a depletion deduc-
tion in respect of any bonus or advanced
royalty from the property for the tax-
able year 271 percent of the amount
thereof; and the owner of an economic
interest in sulphur mines, metal mines,
and coal mines may take as a depletion
deduction in respect of any bonus or ad-
vanced royalty from the property for the
taxable year 23 percent, 15 percent, and
5 percent, respectively, of the amount
thereof; but the deduction shall not in
any case exceed 50 percent of the net in-
come of the taxpayer (computed without
allowance for depletion) from the prop-
erty. The owner of an economic inter-
est In fluorspar, ball and sagger clay, or
rock asphalt mines may take as a deple-
tion deduction in rezpect of any bonus or
advanced royalty from the property for
the taxable year 15 percent of the
amount thereof, but the deduction shall
not in any case exceed 50 percent of the
net income of the taxpayer (computed
without allowance for depletion) from
the property.
(e) If a lessee or other owner of op-

erating rights in one or more mineral
properties is required to pay royalties on
a specified number of units of mineral
annually, whether or not extracted
within the year, and may apply any,
amounts paid on account of units not
extracted within the year against the
royalty on mineral thereafter extracted,
he may at his option treat the advanced.
royaltie so paid or accrued in either one
of the following manners:

(1) As deductions from gross income
for the year the advanced royalties are
paidor accrue; or

(2) As deductions from gross income
for the year the mineral product in re-
spect of which the advanced royalties
were paid is'sold.

The option contained in this para-
iraph shall apply only to advanced roy-
alties paid or accrued in taxable years
ending on or after December 31, 1939.
Every taxpayer must make an election as
to the treatment of all such advanced
royalties in his return for the first tax-
able year ending on or after December
31, 1939, in which such amounts are paid
or accrue. A taxpayer will be consid-
ered-to have made an election in ac-
cordance with the manner in which
such items are treated in the return. A
failure to deduct any such items for the
year paid or accrued will constitute an
election to have all such items treated
in accordance with paragraph (e) (2)
above. Any election made under this
section is binding for all subsequent
years and the taxpayer must treat all
advanced royalties paid or accrued in
such subsequent years in the same man-
per.

§ 29.23 (m)-l1 Depletion and depre-
ciation accounts on bookts. Every tax-
payer claiming and making a deduction
for depletion and depreciation of min-
eral property shall keep accurate ac-
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counts In which shall be recorded the
cost or other basis provided by section
113 (a), as the case may be, of the min-
eral deposit and of the plant and equip-
ment, together with subsequent allow-
able capital additions to each account
and all of the other adjustments re-
quired by section 113 (b).

If the plan or method of deiletion and
depreciation accounting adopted by the
taxpayer has bnce been approved by the
Commissioner, it cannot be changed by
the taxpayer without the consent of the
Commissioner. These accounts shall
thereafter be credited annually with the
amounts of the depletion and deprecia-
tion computed in accordance with
§§ 29.23 (m)-2, 29.23 (m)-3, 29.23 (m)-
4, or 29.23 (m)-5; or the amounts of the
depletion and depreciation so computed
shall be credited to depletion and depre-
ciation reserve accounts, to the end that
when the sum of the credits for deple-
tion and depreciation'equals the cost or
other basis of the property, plus subse-
quent allowable capital additions, no
further deductions for depletion and de-
preciation with respect to the property
shall be allowed, except such depletion
deductions as may thereafter be allow-
able under section 114 (b) (2), (3), or
(4) and §§ 29.23 (m)-3, 29.23 (m)-4, o;
29.23 (m)-5.

Every taxpayer to" whom section 114
(b) (2) and § 29.23 (m)W-3 are applicable
shall keep similar accounts with respect
to'discovery value.

§ 29.23 (i)-12 Statement t6 be at-
tached to return when valuation, depld-
tion, or depreciation of mineral prop-
erty is claimed. (a) Except as provided
In § 29.23 (m) -13, there shall be attached
to the return of every taxpayer Asserting
a value for any mineral property as of
specific date or claiming a deduction for
depletion or depreciation a statement
setting forth with respect to each min-
eral property (including oil and-gas
property):

(1) The name, description, location,
and identifying number, if any, of the
property;

(2) The nature of the taxpayer's in-
terest in the property, accompanied by a
certified copy of the instrument or in-
struments by which it was acquired;

(3) The date of acquisition and, if un-
der lease, the exact terms and date of
expiration of the lease;

(4) The cost of the property, stating
the amount paid to each vendor, with
his name and address; - ;

(5) The date as of which the property
is valued, if a valuation is necessary to
establish the basis as provided by sec-
tion 113 (a);

(6) The value of the property on that
datQ with a statement -of the precise
method by which it was determined;

(7) An allocation of the cost or value
as between the mineral deposit and other
assets such as plant, equipment, or the
surface of the land for purposes other
than mineral production;

(8) Thie estimated number of uniti of
each kind of mineral at the end of the
taxable year, and also at the date of ac-
quisition, if acquired during the taxable
year or at the date as of which any

valuation is made, together with an ex-
planation of the method used in the esti-
mation, the name and address of the
person making the estimate, and an aver-
age analysis which will indicate the qual-
ity of the mineral valued, including the
grade or gravity in the case of-oil;

(9) The number of units sold'and the
number of units for which payment was
received. during the year for which the.
return is made (in the case of newly
developed oil and gas properties it- Is
desirable that this information be fur-
nished by month);

(10) The gross amount received from
the sale of mineral;(11) The amount of the depreciation
for the taxable year and the amount of
depletion for the taxable year computed
without reference to percentage deple-
tion or discovery value;

(12) The amounts of depletion and de-
preciation, stated, separately, which for
each and every prior year (i) were al-
lowed, iii) were allowable, and (iii) would
have been allowable without reference to
percentage depletion or discovery value;
and

(13) Any other data which will be
helpful in determining the reasonable-
ness of the-valuation asserted or of the
deduction claimed.

(b) To the return of every taxpayer
claiming a deduction for depletion in
respect of (1) property in which he owns
a fractional interest only, -or (2) a lease-
hold, or (3) property subject to lease,
there shall also be attached a statement
setting forth the fraction of the gross
production to which the taxpayer is en-.
titled, the name and address and the
precise nature of the holding of each per-
son interested inthe property, and, in the
case of a lessor, whether the lease In-
volved was still in effect at the close of
the taxable year, and, if not, when it was
terminated and for what reason, and
whether the lessor repossessed the prop-
erty. Any taxpayer who is the atslgnor
of a lease with respect to any property,

-or the holder of an interest purporting
to be an overriding royalty interest, or of
any interest other than that of a lessor
or an operating lessee, and who claims
depletion with respect to such property
or interest, shall state the exact nature
of the interest held and shall furnish
a certified copy of the instrument or
instruments by which it was acquired.

(c) In the case of oil and gas prop-
erties the statement attached to the
return shall contain, in addition to the
foregoing, the following information with
respect to each property:(1) The number of acres of producing
oil or gas land and, if additional acreage
is claimed to be proven, the amount of
such acreage and the reasons for believ-
Ing it to be proven;

(2) The number of wells producing at
the beginning and end of the taxable
year;(3) The date of completion of wells
finished during the taxable year;

(4) The date of abandonment of all
wells abandoned during the taxable year;

(5) A property map showing the loca-
tion of the property and of the produc-
Ing and abandoned wells, dry. holes; and

proven oil and gas lands (the map should
show depth, initial production, and date -
of completion of each well, to the extent
that such data are available);

(6) The number of pay. sands and
average thickness of each pay sand or
zone on the property;

(7) The average depth to the top of
each of the different pay sands;

(8) Annual production of the tract or
of the individual wells, if the latter In-
formatioh is available, from the begin-
ning of Its productivity to the end of the
taxable year, the average number of
wells producing during each year, and
the initial daily production of each well
(the extent to which oil or gas is used for
fuel on the property should be stated
with reasonable accuracy);

(9) All available data regarding
change in operating conditions, such as
unit operation, proration, flooding, use
of air-gat lift, vacuum,-shooting, etc.,
which have a direct effect on the produc-
tion of the property; and -
. (10) Available geological information
having a probable bearing on th% oil and
gas content; information with respect to
edge water, water drive, bottom hole
pressures, oil-gas ratio, porosity of res-
ervoir rock, percentage of recovery, ex-
pected date of cessation of natural flow,
decline in estimated potential, and char-
acteristics similar to characteristics of
other known fields.

d) All of the foregoing Information
must be furnished under oath, should be
summarized, and may be Included in a
single affidavit.

(e) Any of the Information required
by this section which has been previously
filed by the taxpayer need not be filed
again but the statement attached to
the return must indicate clearly when
and In what form the information was
previously filed. When a taxpayer has
filed adequate maps with the Commis-
sioner he may be relieved of filing further
maps of the same properties, provided
all additional Information necessary for
keeping the maps'up to date Is filed each
year. This Includes records of dry holes,
as well as producing wells, together with
logs, depth and thickness of sands, loca-
tion of new wells, etc.

§ 29.23 (m)-13 Statement to be at-
tached to return when depletion is claim-
ed on percentage basis. (a) There shall
be atached to the return of every tax-
payer who claims depletion of oil and gas
wells under section 114 (b) (3) and
§ 29.23 (m)-4, or depletion of coal mines,
metal mines, fitlorspar mines, ball and

"sagger clay mines, rock asphalt mines, or
sulphur mines or deposits under section
114 (b) (4) and § 29.23 (m)-5, a state-
ment containing the following Informh-
tion with respect to every property for
which percentage depletion is allowable:

(1) All data necessary for the de-
termination of the "gross Income from
the property" as defined In § 29.23 (m)-I
(f), including the amounts paid to lessors
as rents or royalties, the amounts paid to
holders of other interests In the mineral
property and the price per unit at which
royalties were paid;

(2) All additional data pecessary for
the determination of the "net Income of
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-the taxpa~er (computed without allow-
ance for depletion) from the property"
as defined in § 29.23 (m)-1 (g) ; and

(3) The information required by par-
agraphs (a) (1), (a) (2), (a) (3), and
(b) of § 29.23 (m)-12. The other infor-
mation required by § 29.23 (m)-12 shall
also be furnished if necessary in de-
termining the gain or loss from the sale
or other disposition of the property dur-
ing the taxable year or if a valuation of

* the property is necessary for any pdr-
.pose. The taxpayer may find it desirable
to furnish such information in all cases.

(b) All of the foregoing information
shall be furnished under oath, should be
summarized, and may be included in a
single affidavit.

§ 29.23 (m)-14 Discovery of mines
other than coal, metal, fluorspar, ball and

'sagger clay, rock-, asphalt, or sulphur
mines. (a) To entitle a taxpayer to a
valuation of his property, for the purpose
of depletion allowances, by reason of the
discovery of a mine (other than a coal,
metal, -fluorspar, ball and sagger clay,
rock asphalt, or sulphur mine) or min-
erals (other than oil or gas, coal, sulphur,
metal, metallic ores, fluorspar, ball and
sagger clay, or rock asphalt), it must ap-
pear that the mine or minerals were not

*acquired as the result of the purchase of
a proven tract or lease; also, the dis-
covery must be made by the taxpayer
after'February 28, 1913, and must result
.in the fair market value of the property
becoming disproportionate to the cost.
The fair market value of the property

.will be deemed to have become dispro-
portionate to the cost when the newly
.discovered minerals are of such quantity
_ and of such quality as to afford a reason-
able expectation of return to the tax-
payer of an amount materially in excess
of the capital expended in making such
discovery plus the cost of future develop-
ment, equipment, and exploitation.

(b) A mine or minerals of a kind not
excepted by this section may be said to be
discovered when (1) there is found a
natural deposit of mineral, or (2) there
is disclosed by drilling or exploration,
•conducted above or below ground, a min-
eral deposit not previously known to ex-
ist and the existence of which was so
improbable that such deposit had not
and could not have been included in any
previous valuation for the purpose of
depletion, and which in- either case ex-
ists in quantity and grades sufficient to
justify commercial exploitation.

(c) In determining whether a discov-
ery entitling the taxpayer to a valuation
has been made, the Commissioner will
take into account the peculiar conditions
of each case; but no discovery, for the
purposes of depletion, can be allowed as
to minerals which constitute merely un-
interi ptfed extensions of continuing
commercial veins or deposits already
known to exist, which have been or
should have been included in "probable"

- or "prospective" mineral, or which were
in any other way comprehended in a
prior valuation, nor can a discovery, for
purposes of depletion, be allowed as of a
date subsequent to that when, in fact,
discovery was evident, when delay by the
.taxpayer in making claim therefor has

resulted or will result in excesve allow-
ances for depletion.

(d) Discoveries include minerals in
commercial quantities contained within
a vein or deposit discovered in an exist-
ing mine or mining tract by the taxpayer
after February 23, 1913, but such vein or
deposit must not be merely the uninter-
rupted extension of a continuing com-
mercial vein or deposit already known to
exist, and the newly discovered minerals
must be of sufficient value and quantity
that they could be separately mined and
marketed at a profit.

(e) The value of property claimed as
the result of a discovery must be the fair
market value, as defined in § 29.23 (m)-7,
based on what is evident within 30 days
after the commercially valuable charac-
ter and extent of the discovered deposits
of mineral have with reasonable certainty
been established, determlncd, or proved.

§ 29.23 (m)-15 Allowable capital ad-
ditions in case of mnes. (a) All expen-
ditures in excess .of net receipts from
minerals sold shall be charged to capital
account recoverable through depletion
while the mine is in the development
stage., The mine will be considered to
have passed from a development to a
producing status when the major portion
of the mineral production is obtained
from workings other than those opened
for the purpose of development, or when
the principal activity of the mine be-
comes the production of developed ore
rather than the development of addi-
tional ores for mining.

(b) Expenditures for plant and equip-
ment and for replacements, not includ-
ing expenditures for maintenance and
for ordinary and necessary repairs, shall
ordinarily be charged to capital account
recoverable through depreciation. Ex-
penditures for equipment (including its
installation and housing) and for re-
placements thereof, which are necessary

- to maintain the normal output solely
because of the recession of the working
faces of the mine, and which (1) do not
increase the value of the mine, or (2)
do not decrease the cost of production
of mineral units, or (3) do not represent
an amount expended in restoring prop-
erty or in making good the exhaustion
thereof for which an allowance is or ha
been made, shall be deducted as ordinary
and necessary business expenses.

§ 29.23 (m)-16 Charges to capital and
to expense in case of oil and gas wlls.--
(a) Taxable years beginning prior to
January 1, 1943 The provisions of this
paragraph apply only to taxable years
beginning prior to January 1, 1943.

(1) Items chargeable to capital or to
expense at taxpayer's option:

(I) Option with respect to intangible
drilling and development costs in gen-
eral: All expenditures .for wages, fuel,
repairs, hauling, supplies, etc., incident
to and necessary for the drilling of wells
and the preparation of wells for the pro-
duction of oil or gas, may, at the option
of the taxpayer, be deducted from gross
income as an expense or charged to cap-
ital account. Such expenditures have
for convenience been termed intangible
drilling and development costs. Exam-

ples of items to which this option applies
are, all amounts paid.for labor, fuel,
repairs, hauling, and supplies, or any
of them, which are used (a) in the drill-
ing, shooting, and cleaning of wells; (b)
in such clearing of ground, draining,
road making, surveying, and geological
work as are necessary in preparation for
the drilling of wells; and (c) in the con-
struction of such derricks, tanks, pipe
lines, and other physical structures as
are necessary for the drilling of wells
and the preparation of wells for the pro-
duction of oil or gas. In general, this
option applies only to expenditures for
those drilling and development items
which In themselves do not have a sal-
vage value. For the purpose of this
option labor, fuel, repairs, hauling, sup-
plies, etc., are not considered as having
a salvage value, even though used in
connection with the installation of
physical property which has a salvage
value. Drilling amid development costs
shall not be excepted from the option
merely because they are incurred under
a contract providing for the drillng of
a well to an agreed depth, or depths, at
an agreed price per foot or other unit
of measurement.

(i) Option with respect to cost of
nonproductive wells: In addition to the
foregoing option the cost of drilling non-
productive wells at the option of the
taxpayer may be deducted from gross
income for the year in which the tax-
payer completes such a well or be
charged to capital account returnable
through depletion and depreciation as
in the case of productive wells.

(Ill) If deductions for depreciation or
depletion have either on the books of the
taxpayer or in his returns of net income
been included in the past in expense or
other accounts, rather than specifically
as depreciation or depletion, or if capital
expenditures have been charged to ex-
pense in lieu of depreciation or depletion,
a statement indicating the extent to
which this practice has been carried
should accompany the return.

(2) Recovery of optional items, if
capitalized:

(I) tems returnable through deple-
tion: If in exercising -these options, or
either of them, the taxpayer charges
such expenditures as fall within the op-
tions to capital account, the amounts so
capitalized in so far' as they are not
represented by physical property, are re-
turnable through depletion. For the
purposes of this section the expenditures
for clearing ground, draining, road mak-
ing, surveying, geological work, excava-
tion, grading, and the drilling, shooting,
and cleaning of wells are considered not
to be represented by physical property,
and when charged to capital account are
returnable through depletion.

(if) Items returnable through depre-
ciation: If in exercising these options,
the taxpayer charges such expenditures
as fall within the options to capital ac-
count, the amounts so capitalized, in so
far as they are represented by physical
property, are returnable through depre-
ciation. Such expenditures are amounts
paid for wages, fuel, repais, hauling,
supplies, etc., used in the installation of
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casing and equipment and In the con-
struction on the-property of derricks and
other physical structures.

(11) In the case of capitalized in-
tangible drilling and development costs
incurred under a contract, such costs
shall be allocated between thejoregolng
classes of items for the purposes of de-
termining the depletion and depreciation
allowances.

(3) Nonoptional Items distinguished:
(I). Capital items: The option with re-

spect to Intangible drilling and develop-
ment costs in general does not apply to
expenditures by which the taxpayer ac-
quires tangible property ordinarily con-
sidered as having a salvage value. Ex-
amples of such items are the costs of the
actual materials in those strictures
which are constructed in the wells and
on the property, and the cost of drilling
tools, pipe, casing, tubing, tanks, engines,
boilers, machines, etc. The options do
not apply to any expenditure for wages,
fuel, repairs, hauling, supplies, etc., in
connection with equipment, facilities, or
structures, not incident to or necessary
for the drilling of wells, such as struc-
tures for storing or treating oil or gas.
These are capital items and are return-
able through depreciation.

(i) E x p e n s e items: Expenditures
which must be charged off as expense,
regardless of the options provided -by
paragraph (a) of this section, are those
for labor, fuel, repairs, hauling, supplies,
etc., in connection with the operation of
the wells and of other facilities on the
property for the production of oil or
gas. General overhead expense, taxes,
and depreciation of drilling equipment,
are not considered as capital items, even
when incurred during the development
of the property.

(4) Paragraph (a) of this section does
not grant a new option or election. Any
taxpayer who made an election or elec-
tions under article 223 of Regulations 69
or under article 243 of Regulations 74 or
under article 236 of Regulations 77 or
under article 23 (in) -16 of Regulations 86
or under article 23 (m)-16 of Regulations
941 or under article 23 (m)-16 of Regu-
lations 1011 or under article 23 (m)-16
of Regulations 1031 is, by such election
or elections, bound with respect to all
optional expenditures whether made be-
fore January 1, 1942, or after December
31, 1941, In connection with oil and gas
wells. Any taxpayer who has never
made expenditures for drilling oil or gas
wells prior to the first taxable year be-
ginning'after December 31, 1941, must
make an election as to intangible drilling
and development costs in general in the
return for the first taxable year in which
the taxpayer makes such expenditures,
and a taxpayer who has never made ex-
penditures for a nonproductive well prior
to the first taxable year beginning after
December 31, 1941, must make an elec-
tion as to the cost of such wells in the
return for the first taxable year in which
the taxpayer completes such a well. Any
election so made is binding for all sub-
sequent years. A taxpayer is considered
to have made an election in accordance

126 CFR, Supp., 3.23 (m)-16; 9.23 (in)-16;
19.23 (m)-16.

with the manner in which the respective
types of optional items are treated (I) in
his return for the first taxable year end-
Ing after December 31, 1924, In which
optional expenditures of the respective
types are or were made, or (ii) in an
amended return filed between June 18,
1927, and December 18, 1927, in accord-
ance with Treasury Decision 4025. Any
taxpayer who has made expenditures for
optional drilling and development costs
must attach to his return for the first
taxable year beginning after December
31, 1941; and for each year thereafter a
clear statement of his election under
each of the options, together with a.

.statement of the time at which, and the
manner in- which, such election was
made.

(b), Taxable years beginning after De-
cember 31, 1942. The provisions of this
paragraph apply only to taxable years
beginning after December 31, 1942.
• (1) Items chargeable to capital, or to

expeffse at taxpayer's option:
(i) Option with respect to intangible

drilling- and development costs incurred
by an operator (one who holds a working
or operating interest in any tract or
parcel of land either as a fee owner or
under a lease or any other form of con-
tract granting working or operating
rights) in the development of oil and gas
properties: All-expenditures made by an
operator for wages, fuel, repairs, hauling,
supplies, etc., incident to and necessary
for the drilling of wells and the prepara-
tion. of wells for the production of oil or
gas, may, at the option of the operator, be
deducted from gross income as an ex-
pense or charged to capital account.'
Such expenditures have for convenience
been termed Intangible drilling and de-
velopment costs. They include the cost
to operators of any drilling or develop-
ment work (excluding amounts payable
only out of production or the gross pro-
ceeds from production, and amounts.
properly allocable to cost of depreciable
property) done for them by contractors
under any form of contract, including
turnkey contracts. Examples of items
to which this option applies are, all
amounts paid for labor, fuel, repairs,
hauling, and supplies, or any of them,
which are used (a) in the drilling, shoot-
ing, and cleaning of wells; (b) in such
clearing of ground, draining, road mak-
ing, surveying, and geological work as
are necessary in preparation for the
drilling of wells; and (c) in the construc-
tion of such derricks, tanks, pipe lines,
and other physical structures as are nec-
essary for the drilling of wells and the
preparation of wells for the production
of oil or gas. In general,this option ap-
plies only to expenditures for those dril-
ling and developing items which in them-
selves do not have a salvage value. For
the purpose of this option labor, fuel,
repairs, 'hauling, supplies, etc., are not
considered as having a salvage value,
even though used in connection with the
Installation of physical property which
has a salvage value. Included in this
option are all costs of drilling and devel-
opment undertaken (directly or through
a contract) by an operator of an oil and
gas property whether incurred by him

prior or subsequent to the formal gran
or assignment to him of operating rights
(a leasehold interest, or other form of
operating rights, or working interest);
except that in any case where any drl.
Ing or development project Is undertaken
for the grant or assignment of a fraction
of the operating rights, only that part
of the costs thereof which Is attributable
to such fractional Interest is within this
option. In the excepted cases, costs of
the project undertaken, Including depre
ciable equipment furnished, to the ex-'
tent allocable to fractions of the operat-
ing rights held by others, must be capi-
talized as the depletable capital cost of
the fractional interest thus acquired.

(ii) If deductions for depreciation or
depletion have either on the books of
the taxpayer or in his returns of net
income been Included in the past on ex-
pense or other accounts, rather than
specifically as depreciation or depletion,
or if capital expenditures have been
charged to expense in lieu of deprecia-
tion or depletion, a statement indicating

- the extent to which this practice has
been carried should accompany the
return.

(2) Recovery of optional Items, if
capitalized:

(i) Items returnable through deple.
tion: If the taxpayer charges such ex-
penditures as fall within the option to
capital account, the amounts so capital-
ized end not deducted as a loss are re-
turnable through depletion insofar as
they are not represented by physical
property. For the purposes of this sec-
tion the expenditures for clearing
ground, draining, road making, survey-
ing, geological work, excavation, grad-
ing, and the -drlling, shooting, and
cleaning of well, are considered not to
be represented by physical property, and
when charged to capital account are
returnable through depletion.

(ii) Items returnable through depre-
ciation: If the taxpayer charges such
expenditures as fall within the option
to capital account, the amounts so cap-
italized and not deducted as a loss are
returnable through depreciation Inso-
far as they are represented by physical
property. Such expenditures are
amounts paid for wages, fuel, repairs,
hauling, supplies, etc., used in the In-
stallation of casing and equipment and
in the construction on the property of
derricks and other physical structures.

(iII) In the case of capitalized Intan-
gible drilling and development costs
incurred under a contract, such costs
shall be allocated between the foregoing
classes of items for the purpose of de-
termining the depletion and depreola-
tion allowances.

(iv) Option with respect to cost of
nonproductive wells: If the operator has
elected to capitalize intangible drilling
and development costs, then an addi-
tional option is accorded with respect
to intangible drilling and development
costs incurred in drilling a nonproduc-
tive well. Such costs Incurred In drlllg
ing a nonproductive well may b0 de-
ducted by the taxpayer As an ordinary
loss provided a proper election is made
in the return for the first taxable year,
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beginning after December 31, 1942, in
which such a nonproductive well is com-
pleted. Such election with respect to
intangible drilling and development
costs of nonproductive wells is a new
election, and, when made, shall be bind-
ing for all subsequent years. Any tax-
payer who incurs optional drilling and
development costs in drilling a nonpro-
ductive well must make a clear state-
ment of election under this option in
the return for the first taxable year be-
ginning after December 31, 1942, in
which such nonproductive well is com-
pleted. The absence of a clear indica-
tion in such return of an election to de-
duct as ordinary losses intangible drill-
ing and development costs of nonpro-
ductive wells shall be deemed to be an
election to recover such costs through
depletion to the extent that they are
not represented by physical property,
and through depreciation to the extent
that they are represented by physical
property.

(3) Nonoptional items distinguished:
(i) Capital items: ,The option with re-

spect to intangible drilling and develop-
ment costs does not apply to expendi-
tures by which the taxpayer acquires
tangible property ordinarily considered
as having a salvage value. Examples of
such items are the costs of the actual ma-
terials in those structures which are con-
structed in thd wells and on the prop-
erty, and the cost of drilling tools, pipe,
casing, tubing, tanks, engines, boilers,
machines, etc. The option does not ap-
ply to any expenditure for wages, fuel,
repairs, hauling, supplies, etc., in con-
nection with equipment, facilities, or
structures, not incident to or necessary
for the drilling of wells, such as struc-
tures for storing or treating oil or gas.
These are capital items and are return-
able through depreciation.

(i!) Expense items: Expenditures
which must be charged off as expense,
regardless of the option provided by
paragraph (b) of this section, are those
for labor, fuel, repairs, hauling, supplies,
etc., in connection with the operation of
the wells and of other facilities on the
property for the production of oil or gas.

(4) Paragraph (b) of this section
grants a new option with respect to in-
tangible drilling and development costs
incurred by an operator in a taxable year
beginning after December 31, 1942, in the
development of oil and gas properties,
and requires a new election under such
option. Any operator who incurs such
costs must make a clear statement of
election .under this option in the return
for the first taxable year beginning after
December 31, 1942, in which,such costs
are incurred. The absence of a clear n-
dication in such return of an election to
deduct as expenses intangible drilling
and development costs shall be deemed to
be an election to recover such costs
through depletion to the extent that they
are not represented by physical property,
and through depreciation to the extent
that they are represented by physical
property. This election is binding for all
subsequent years.

§ 29.23 (m)-17 Depreciation in case
of -mines. (a) The Internal Revenue
Code provides that deductions for depre-
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elation of improvements on mining prop-
erty may be taken "according to the'
peculiar conditions in each case." This
is deemed to include exhaustion and
wear and tear of the property used in
mining of deposits, including a reasona-
ble allowance for obsolescence. (See
§§ 29.23 (1)-1 to 29.23 (1)-10, inclusive,
as to deductions for depreciation and
obsolescence generally. See particularly
§ 29.23 ()-5 with regard to information
which must be furnished in substantia-
tion of deductions claimed for deprecia-
tion and obsolescence.)

(b) It shall be optional with the tax-
payer, subject to the approval of the
Commissioner, whether the cost or other
basis of the plant and equipment plus
allowable capital additions but minus
estimated salvage value shall be re-
covered (1) at a rate established by cur-
rent exhaustion of mineral, or (2) by
reasonable charges for depreciation (see
§ 29.23 (1)-i) at a rate determined by
the physical life or the economic life of
such plant and equipment, or, (3) ac-
cording to the peculiar conditions of the
case, by a method satisfactory to the
Commissioner.

(c) The estimated physical life of a
plant or unit thefeof (including build-
ings, machinery, apparatus, roads, rail-
roads, and other equipment and Improve-
ments whose principal use is in connec-
tion with the mining or treatment or
other necessary handling of mineral
products) may be defined as the esti-
mated time such plant, or unit, when
given proper care and repair, can be
continued in use despite physical de-
terioration, decay, and wear and tear.

(d) The estimated economic life of a
plant or unit thereof is the estimated
time during which the plant or unit may
be utilized effectively and economically
for its intended purposes and may be
limited by the life of the property or of
that portion of the mineral deposits
which it serves but can never exceed the
physical life.

(e) Any difference between the salvage
value of plant and equipment and the
basis provided in section 113 (a), ad-
justed as provided in section 113 (b),
remaining at the termination of mining
operations shall be returned as profit or
loss in the year in which It is realized.

(f) Nothing in these regulations shall
be interpreted as meaning (1) that the
cost or other basis of a mining plant and
equipment may be reduced by deprecia-
tion deductions to a sum below the value
of the salvage when the property shall
have become obsolete or shall have been
abandoned for the purpose of mining, or
(2) that proper deductions for deprecia-
tion on account of obsolescence and
decay shall not be made during periods
when the mine is Idle or is producing at
a rate below its normal capacity. In
estimating the salvage value of the equip-

Iment at the end of its estimated eco-
nomic life due consideration may be
given to its specialized character and
the cost of dismounting and dismantling
and transporting it to market.

(g) Nothing in these regulations shall
be interpreted to permit expenditures
charged to expense in any taxable year
or any Part of the value of land for pur-

poses other than mining to be recovered
through depletion or depreciation.

§ 29.23 (m)-18 Depreciatio. of im-
provements in case of oWl and gas wells.
Taxpayers operating oil or gas proper-
ties will, in addition to and apart from
the deduction allowable for depletion as
hereinbefore provided, be permitted to
deduct a reasonable allowance for depre-
ciation of physical property, such as ma-
chinery, tools, equipment, pipes, etc., so
far as not in conflict with the option ex-
ercised by the taxpayer under § 2923
(m)-16. The amount deductible on this
account shall be such an amount based
upon its cost or other basis equitably dis-
tributed over its useful life as will bring
such property to its true salvage value
when no longer useful for the purpose
for which such property was acquired.
Accordingly, where it can be shown to
the satisfaction of the Commissioner that
the reasonable expectation of the eco-
nomic life of the oil or gas deposit with
which the property is connected is
shorter than the normal useful life of
the physical property, the amount annu-
ally deductible for depreciation on such
property may be based upon the length
of life of the deposit. (See §§ 29.23
(1)-1 to 29.23 a)-lO, inclusive, as to de-
ductions for depreciation and obsoles-
cence generally. See particularly § 29.23
()-5 with regard to information which
must be furnished in substantiation of
deductions claimed for depreciation and
obsolescence.)

§ 29.23 (m)-19 Depletion and depre-
ciation of off and gas wells in years be-
fore 1916. If upon examination it is
found that in respect of the entire drill-
ing cost of wells, including physical prop-
erty and incidental expenses, between
March 1, 1913, and December 31, 1915, a
taxpayer has been allowed a reasonable
deduction sufficient to provide for the
elements of exhaustion, wear and tear,
and depletion, It will not be necessary
to reopen the returns for years prior to
1916 in order to show separately in these
years the portions of such deduction rep-
resenting depletion and depreciation, re-
s pectively. Such separation Will be re-
quired to be made of the reserves for de-
preciation at January 1,1916, and proper
allocation between depreciation and de-
pletion must be maintained after that
date.

§ 29.23 (m)-20 Capital recoverable
througft depletion allowance in case of
timber. In general, the capital remain-
ing In any year recoverable through de-
pletion allowances is the basis provided
by section 113 (a) adjusted as provided
by section 113 (b). For capitalization of
carrying charges, see § 29.113 (b) (1)-i.
The apportionment of deductions be-
tween the several owners of economic
interests in timber properties will be
made as specified in § 29.23 (m)-7. The
cost of timber properties shall be deter-
mined in accordance with the principles
indicated in § 29.23 (m)-6. For method
of determining fair market value and
quantity of timber, see §§ 29.23 (m)-25
to 29.23 (m):-27, inclusive. For depletion
purposes the cost of the timber shall not
include any part of the cost of the land.
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§ 29.23 (m)-21 Computation of allow-
ance for depletion of timber for given
year. The allowance for depletion of
timber in any taxable year shall be based
upon the number of units of timber felled
during the year and the depletion unit
of the timber in the timber account or
accounts pertaining to the timber cut.
'The depletion unit of the timber for a
given timber account in a given year shall
be the quotient obtained by dividing, (a)
the basis, provided by section 113 (a)
and adjusted as provided by section 113
(b), of the timber on hand at the begin-
ning of the year plus the cost of the num-
ber of units acquired during the year plus
proper additions to capital, by (b) the
total number of units of timber on hand
in the given account at the- beginning of.
the year plus the number of units ac-
quired during the year plus (dr minus)
the number of units required to be added
(or deducted) by way of correcting the
estimate of the number of units re-
maining available in the account. The
amount of the deduction for depletion
in any taxable year with respect to a
given timber account shall be-the prod-
uct of the number of units of timber cut
from the given account during the year
multiplied by the depletion unit of the
timber for the given account for the year.
Those taxpayers who keep their accounts
on a monthly basis may, at their op-
tion, keep their depletion accounts on a
monthly basis, in which case the amount
deductible on account of depletion for
a given month will be determined in the
manner outlined above for a given year.
The total amount of the 'deduction for
depletion in. any taxable year shalibe the
sum of the amounts deductible for the
several timber accounts. For description
of timber accounts, see §§ 29.23 (m)-27
and 29.23 (m)-28.

The depletion of timber takes place
at the time the timber is felled, Since,
however, it is not ordinarily practicable
to determine the quantity of timber im-
mediately after felling, depletion for
purposes of accounting will be treated as
taking place at the time when, in the
process of exploitation, the quantity of
timber felled Is first definitely deter-
mined.

§ 29.23 (m)-22 Revaluation of timber
not allowed. No revaluation of a timber
property whose value as of any specific
date has been determined and approved
will be made or allowed during the con-
tinuance of the ownership under which
the value was so determined and ap-
proved, except in. the case of misrepre-
sentation or fraud or gross error as to
any facts known on the date as of which
the valuation was made. Revaluation
on account of misrepresentation or
fraud or such gross error will be made
only with the written approval of the
Commissioner. The depletion unit
should bd changed when a revision of.
the remaining number of units of recov-
erable timber in the property has been
made in accordance with § 29.23 (m)-26.

§ 29.23 (m)-23 Depreciation of im-
provements in case of timber. The cost
or other basis of development not rep-

resented by'physical property having an
,inventory value shall be recoverable
through depreciation. It shall be op-
tional with the taxpayer, subject to the
approval of the Commissioner:

(a) Whether the cost or other basis of
the property subject to depreciation
shal be recovered at a rate established
by current exhaustion of stumpage, or

(b) Whether the cost or other basis
shall be recovered by appropriate
charges for depreciation calculated by
the usual rules for depreciation or ac-
cording to the peculiar conditions of the
taxpayer's case by a method satisfactory
to the Commissioner.

In no case may charges for deprecia-
tion be based on a rate which will ex-
tinguish the cost or other -basis of the
property prior to the termination of its
useful life. Nothing in these regula-
tions shall be interpreted to mean that
the value of a timber plant and equip-
ment may be reduced by depreciation
deductions to a sum below the value of
the salvage when the plant and equip-
ment shall have become obsolete or worn
out or shall have been abandoned, or
that any part of the value of cut-over
land may be recoverable through depre-
ciation. (See §§ 29.23 (1)-1 to 29.23
(1)-10, inclusive, as to deductions for de-
preciation and obsolescence generally.
See particularly § 29.23 )-5 with re-
gard to information which must be fur-
nished in substantiation of deductions
claimed for depreciation and obso-
lescence.)

§ 29.23 (m)-24 Information to be fur-
nished by taxpayer claiming depletion
of timber. To the income tax return of
the taxpayer claiming a deduction for
depletion or depreciation or both there'
shall be attached a map and statement
(Form T-Timber) for the taxable year
covered by the income tax return. Foihm:
T-Timber requires the following:

(a) Mapr showing timber and land ac-
quired, timber cut, and timber and land
sold;

(b) Description of, cost of, and terins
of purchase or lease of, timber and land
acquired;

(6) Proof of profit or loss from sale
of capital assets;

(d) Description of timber with respect
to which claim for'ross, if any, is made;

(e) Record of timber cut,-
f) Changesin each timber account as

the result of purchase, sale, cutting, re-
estimate, or loss;

(g) Changes in physical property ac-
counts as. the result of additions to or
deductions from capital and deprecia-
tion;
- (h) Operation data with respect to
raw and finished material handled and
inventoried;

(i) Unit production costs; and
- (j) Any other data which will be help-
ful in determining the reasonableness of,
the depletion or depreciation deductions'
claimed in the return.

Similar information is required for
certain years prior to the 1919 taxable
year from those taxpayers who have not
already furnished it. The specific na-
ture of the information required for thd

earlier years Is given in detail In Form
T-General forest Industries question
naire for the years prior to 1919.

9 29.23 (m)-25 Determination of fair
market value of timber. If the fair maro
ket value of the property at a specified
date is the basis for depletion and de-
preciation deductions, such value shall
be determined, subject to approval or
revision by the Commissioner upon
audit, by the owner of the property in
the light of the most reliable and accu-(
rate Information available with refer-
ence to the condition of the property as
it existed at that date, regardless of all
subsequent changes, such as changes In
surrounding circumstances, In methods
of exploitation, In degree of utilization,
etc. The value sought will be the selling
price, assuming a transfer between a
willing seller and a willing buyer, as of
the particular date. Such factors as the
following will be given due considera-
tion:

(a) Character and quality of the timi
ber as determined by species, age, sizo
conditio , etc.;

(b) The quantity of timber per acre,
the total quantity under consideration,
and the location of the timber In ques-
tion with reference to other timber;

(c) Accessibility of the timber (oca.
tion with reference to distance from a
common carrier, the topography and
other features of the ground upon which
the timber stands and over which It must
be-transported in process of exploitation,
the probable cost of exploitation, and
the climate and the state of industrial
development of the locality)., and

(d) The freight rates by common Car-
rier to important markets.. The timber in each particular case will
be valued on its own merits and not on
the basis of general averages for regions;
however, the value placed upon it, taking
into consideration such factors as those
mentioned above, will be consistent with
that of the other timber In the region.
The Commissioner will give due weight
and consideration to any and all facts
and evidence having a bearing on the
market value, such as cost, actual sales
and transfers of "similar properties, the
nargin between the cost of production
and the price realized for timber prod-
ucts, market value of stock or shares,
royalties and rentals, value fixed by the
owner for the purpose of the capital
stock tax, valuation for local or State
taxation, partnership accduntings, rec-
ords of litigation' in which the value of
the property has been involved, th0
amount at which the property may havo
been Inventoried or appraised in probate
or similar proceedings, disinterested ap-
praisals by approved methods, and other
factors. For depletion purposes the fair
market value at a specified date shall not
include any part of the value of the land.,

If, for the purpose of the equitable
apportionment of depletion among the
several owners of economic interests, the
value of any timber property must be
ascertained as of any specific date for the
determinatlon of the basis for depletion,
the values of the several Interests thereil
may be determined separately, but, when
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'determined as of the same date, shall
together never exceed the value at that
date of the timber property in fee simple.

§ 29.23 (m)-26 Determination of
quantity of timber. Each taxpayer
claiming or expecting to claim a deduc-
tion for depletion is required to estimate
with respect to each separate timber ac-
count the total units (feet board meas-
ure, log scale, cords, or other units) of
timber reasonably known, or on good
evidence believed, to have existed on the
ground, on March 1, 1913, or on the date
of acquisition of the property, as the
case may be. This estimate shall state
as nearly as possible the number of units
which would have been found present by
a careful estimate made on the specified
date with the object of determining 100
percent of 'the quantity of timber which
the area would have produced on that
date if all of the merchantable timber
had been cut and utilized in accordance
with the standards of utilization pre-
vailing in that region at that time. If
subsequently *during the ownership of
the taxpayer making the return, as the
result of the growth of the timber, of
changes in standards of utilization, of
losses not otherwise accounted for, of
abandonment Of timber, or of operations
or development work, it is ascertained
either by the taxpayer or the Commis-
sioner that there remain on the ground,
available for utilization, more or less
units of timber than remain in the tim-
ber account or accounts on the basis of
the original estimate, then the original
estimate (but not the basis for deple-
tion) shall be revised and the annual de-
pletion allowance with respect to the
property for subsequent taxable years
.shall be based upon the revised estimate.

§ 29.23 (m)-27 Aggregating. timber
and land for purposes of valuation and
accounting. With a view to logical and
reasonable valuation of timber, the tax-
payer shall include his timber in one or
more accounts. In general, each such
account shall include all of the tax-
payer's timber which is located in one
"block," a block being an operation unit
which includes all of the taxpayer's tim-
ber which would logically go to a single
given point of manufacture. In those
cases in which the point of manufacture
is at a considerable distance, or in which
the logs or other products will probably
be sold in a log or other market, the block
may be a logging unit which includes all
of the taxpayer's timber which would
logically be removed by a single logging
development. In exceptional cases, pro-
vided there are good and substantial
reasons, and subject to approval or re-
vision by the Commissioner on audit, the
taxpayer may divide the timber in a
given block into two or more accounts,
e. g., timber owned on February 28, 1913,
and that purchased subsequently may be
kept in separate accounts, or timber
owned on February 28, 1913, and the
timber purchased since that date in sev-
eral distinct transactions may be kept in
several distinct accounts, or individual
tree species or groups of tree species may
be carried in distinct accounts, or special
timber products may be carried in dis-
tinct accounts, or blocks may be divided

into two or more accounts based on the
character of the timber or its acces-
sibility, or scattered tracts may be In-
cluded in separate accounts. If such a
division is mad6, a proper portion of the
total value or cost, as the case may be,
shall be allocated to each account.

The timber accounts mentioned In the
preceding paragraph shall not include
any part of the value or cost, as the case
may be, of the land. In a manner similar
to that prescribed in the foregoing part
of this section the land in a given "block"
may be carried in a single land account
or may be divided into two or more ac-
counts on the basis of its character or
accessibility. When such a division Is
made, a proper portion of the total value
or cost, as the case may be, shall be
allocated to each account.

The total value or total cost, as the
case may be, of land and timber shall be
equitably allocated to the timber and
land accounts, respectively.

Each of the several land and timber
accounts carried on the books of the tax-
payer shall be definitely described as to
their location on the ground either by
maps or by legal descriptions.

For good and substantial reasons sat-
isfactory to the Commissioner, or as re-
quired by the Commissioner, the timber
or the land accounts may be readjusted
by dividing individual accounts, by com-
bining two or more accounts, or by di-
viding and recombining accounts.

§ 29.23 (m)-28 Timber depiction and
deprecation accounts on booTx. Every
taxpayer claiming or expecting to claim a
deduction for depletion or depreciation
of timber property (including plants, im-
provements, and equipment used in con-
nection therewith) shall keep accurate
ledger accounts in which shall be re-
corded the cost or. other basis provided
by section 113 (a), as the case may be, of
the property, and the plants, improve-
ments, and equipment, together with
subsequent allowable capital additions
to each account and all of the other ad-
justments provided by section 113 (b)
and §§ 29.113 (a) (14)-1 and 29.113 (b)
(1)-i to 29.113 (b) (3)-2, Inclusive.

In such accounts there shall be set up
separately the quantity of timber, the
quantity of land, and the quantity of
other resources, if any, and a proper part
of the total cost of value shall be allo-
cated to each. (See §29.23 (m)-27.)
These accounts shall be credited with
the amount of the depreciation and de-
pletion deductions computed in accord-
ance with § 29.23 (m)-20 each year, or
the amount of the depreciation and de-
pletion shall be credited to depreciation
and depletion reserve accounts, to the
end that when the sum of the credits for
depreciation and depletion equals the
cost or other basis of the property, plus
subsequent allowable capital additions,
no further deduction for depreciation
and depletion will be allowed.

[SEc. 23. DmucrxoNs muom onoss ncomr--
as amended by secs. 211 (a), 224, Rev. Act
1939; seces. 301, 506 (b), 2d Rev. Act 1940; cec.
10 (b). Excess Profits Tax Amendments 1941;
sec. 202 (a), Rev. Act. 1941; Ees. 105 (c), 120
(b), 121 (a) (c), 1, 123 (a), 12 (a), 125, 12
(a). 127 (a) (c), 128,134 (d), 258 (b). 162 (b).
Rev. Act 1942.]

[In computing net income there shall be
allowed as deductions:l

(o) Charitable and other contributions.
In the ca of an Individual, contributions or
gifts payment of which Is made within the
taxable year to or for the use of:

(1) The- United States, any State, Terri-
tory. or any political subdivision thereof or
the District of Columbia, or any possesIon
of the United States, for exclusively public
purpo:eo;

(2) a corparation, trust, or community
cheat, fund. or foundation, created or organ-
lzed In the United States or In any possezsion
thereof or under the law of the United States
or of any State or Territory or of any pos-
cezalon of the United States, organized and
operated exclusively for religious, charitab!e,
ccientific, literary, or educational purposes,
or for the prevention of cruelty to children
or anpalos, no part of the net earnings of
whlch inurs to the benefit of any private
nhareholder or Individual, and no substan-
tial part ot the activities of which is carrying
on prop2-anda. or otherwise attempting, to
Influence leg lation;

(3) the rpecial fund for vocational re-
habilitation authorized by section 12 of the
World War Veterans! Act, 1924, 43 Stat. 611
(U.S.C., Title 33, § 440);

(4) postz or organizations of war veterans,
or auxilary units or socetice of any such
poats or organizations, If such posts, organ-
izations, units. or societles are organizd In
the United Statea or any of its pcssessions,
and if no part of their net earnings Inures
to the benefit of any private shareholder or
individual: or

(5) a domestic fraternal society, order, or
acescelation, operating under the ledge sys-
tem, but only If such contributions or gifts
are to ba ucd exclusively for religious, char-
Itable, scientific, literary, or educational pur-
poces, or for the prevention of cruelty to
children or animals; .
to an amount which In all the above cases
combined does not exceed 15 per centunr of
the taxpayer'a net income as computed with-
out the bmnqflt of this subszection or of sub-
section (x). Such contributions or gifts shall
be allowable as deductions only if verified
under rules and regulations prescribed by
the Commls-ioner, with the approval of the
Secretary.

For unlimited deduction if contributions
and Gifts exceed go per centum of the net
income, sce section 120.

§ 29.23 (o)-i Contributions or gifts by
individuals. A deduction-is allowable
under section 23 (o) only with respect to
cQntributions or gifts which are actually
paid during the taxable year, regardless
of when pledged and regardless of the
method of accounting employed by the
taxpayer in keeping his books and rec-
ords. A deduction is not allowable, how-
ever, for the actual payment of a con-
tribution or gift if the amount of such
payment already has been deducted on
the accrual basis in computing net in-
come for any taxable year beginning be-
fore January 1, 1938. A contribution or
gift to an organization described in sec-
tion 23 (o) Is deductible even though
some portion of the funds of such organ-
izatlon Is or may be used in foreign coun-
tries for charitable and educational pur-
poses. This section does not apply to
contributions or gifts by estates and
trusts (see section 162). For computa-
tion of deductions for charitable con-
tributions where the taxpayer also has
an allowable deduction for medical ex-
penses, see § 29.23 (x)-l.

A contribution or gift to the United
States, any State, Territory, or any po-
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litical subdivision thereof, or the Dis-
trict of Columbia, or any possession of
the United States, exclusively for public
purposes, is deductible.

No deduction is allowed in computing
the net income of a common trust fund
or a partnership- for contributions or
gifts made to organizations described in
section 23 (o). (See sections 169 and
183.) However, a partner's proportion-
ate share of contributions or gifts actu-
ally paid by a partnership during its
taxable year to such organizations may
be allowed as a.deduction in hiis indi-
vidual personal return for his taxable
year with or within which the taxable
year of the partnership ends, to an
amouni which, when added to the
amount of contributions made by the
partner individually and claimed as -a
deduction, is not in excess of 15- peicent
of his net income computed without the
benefit of the deduction for contripu-
tions. In the case of a n6nresfdent alien.
individual or a citizen of the United
States entitled to the benefits of section
251, see sections 213 (c) and 251. For
contributions or gifts by -corporations,
see § 29.2a (q)-1. (7

In the case of a husband and 'wife
making a joint return, the deduction for
contributions or gifts is the aggregate
of such contributions or gifts made by
the spouses, and is limited to 15 percent
of the aggregate net income of the
spouses (computed without regard to
such contributions or gifts) as shown by
the Joint return.

A donation made by an individual to
an organization. oth6r than one referred
to in section 23 (o) which bears a. direct
relationship to his business and is made
with a reasonable expectation. of a finan-
cial return commensurate - with the
amount of the donation. may constitute
an allowable deduction as business ex-
pense.

Sums of money expended for 16bby-
ing purposes, the promotion or defeat of
legislation, the exploitation of propa-
ganda, including advertising other than
trade advertising, and contributions for
campaign expenses, are not deductible
from gross income.

If the contributiQn or gift is other thin
money, the basis for calculation of the,
amount thereof shall be the fair mar-
ket value of the property at the time
of the contribution or -gift.

In. connection with claims for deduc-
tions unde section 23 (o), there shall
be stated in returns of income the name
and address of each organization to
which a contribution or gift was made
and the amount, and the approximate
date of the actual payment of the con-
tributipn or gift in each case.. Claims
for deductions under section 23 (o) must
be substantiated, when required by the
Commissioner, by'a statement from. the
organization to which the contribution
or gift was made showing whether the
organization is a domestic organization,
the name and address of the contributor
or donor, the amount of the contribu-
tion or gift and the date of the actual
payment thereof. and by such other in-
formation as" the Commissioner may
deem necessary.

[S=e 23- DEmucross- Pnoa GancossEo -
as amended by sees. 211 (a), 224., Rev, Act
1939; sees. 301, SOT (b). 2d Rev. Act 1940;
sec. 10' (b) Excess Profits Tax Amendments
1911; sec. 202 (a), Rev. Act 1941; sees. 105 (cY,
120, (b), 121 (a)- (c). 122, 12 (a), 124 (al, 125,
126 (a, 127 (a)- (c). IW, 131 (da, 1 8 (b),
162 (b), Rev. Act 1942;]

[In. computing net, income there shall be
allowed as deductions:].

(p) Contributions of an employer to an
employees, trustor annuitypras and compen-
sation under e deferred payment plan-()
General rule. If contributions are paid by
an employer to or under a. stoclk bonus, pen-
sian, profit-sharing, or annuity plan, or if
compensation'is paid or accrued on account
of any employee under a plan. deferring the
receipt of such compensation, such contribu-
tions or compensation shall not be deductible
under subsection (a) but shal be deductible,
if deductible under subsection (a) without
regard to this subsection, under this subsec-
tion but only to the following extent:

(A) In the taxable year when paid, if the
contributions are paid into a. pension trust,
and If-such taxable year ends within or with
a taxable year of the trust forwhlch the trust
is exempt undersectfon 165 (a)-, in an amount
determined as follows:

(I) %an amount not. in excess. of 5 per
centum of the compensation .otherwise- paid
or accrued during the taxable year to, all the
employees under the trust, but such amount
may be reduced. for future years if found by
the Commissioner upon periodical examina-
tons at not less than five-year intervals to
be more than the amount reasonably neces-
sary to provide the remaining unfundfed cost
of past and current service credits of alL em-
ployees under the plan, plu ,

(ii) any excess over the amount allowable
under clause (i1 necessary to provide with
respect to- all of the.employees under thetrust
the remaining unfunded cost of their past
and. current service credits distributed as a
level amount, or a level percentage of com-
pensation, over the remaining future service
of each such employee, as determined under
regulatlons prescribed by the Commissioner
with the approval of the Secretary, but if sucir
remaining unfunded cost with respect, to any
three individuals is more than 50 per centumn
of such remainlng unfunded cost, the amount
of such unfunded cost attributable to such
individuals shall be distribute, over a period
of at least 5 taxable years, or(iii) in lieu, of the amounts allowable un-
der (i- and (Ii) above, an amount equal to the
noiinal cost of the plan, ar determined under
regulations prescribed by -the Commissioner
with the approval of the Secretary, plus, if
past service or other 9upplementary pension
or annuity credits are provided by the plan,

- an amount not in excess of 10 per centum.
of the cost, which would be required to com-
pletely fund or purchase such pension or
annuity credits as of the date when they are
included in, the plan, as determined under
regulations prescribed by the Commissioner
with. the approval of the Secretary, except.
that In no case shall a deduction be allowed
for any amount (other than the normal cost-
paid.in after such pension or annuity credits.
are completely funded or purchased..

- (iv) Any amount paid In a taxable year In
excess of the amount deductible in such year
under the foregoing limitations shall be, de-
ductible in the succeeding taxable years in
order of time to the extent of the diffe'rence
between the amount paid and deductible in
each such succeeding year and the maximum
amount deductible for such year in accord-

, ance: with the foregoing limitations.
(B)-In the taxable year when paid, In an

amount'determined in accordance with sub-
paragraph (A) of this paragraph, if the con-
tributions are paid toward tne purchase of
retirement annuities and. such purchase Is,
a- part of a plan which meets the require-
ments of section 165 (a), (3),, (11, (5), and

(6), and If refunds of premiums, If any, are
applied within the current taxable year or
next succeeding taxable year'towards th&
purchase of such retirement annuities,

(C) In the taxable year when paid, If the
contributions are paid Into a stock bonus or
profit-sharing trust, and if such taxable year
ends within or with a-taxable year of the trust
with respect to which the trust Is exempt
under section 165 (a), In an amount not In
excess of 15 per centum of the compensation
otherwise paid or accrued during the taxable
year to all employees under, the stock bonus
or profit-sharing plan. If In any taxable
year beginning after December 31, 1041, there
is paid. into, the trust. or a similar trust then
In eflect. amounts less than the amounts
deductible under the preceding sentence, the
excess, or if no amount Is paid, the amounts
deductible, shall be carried forward and be
deductible when paid In the succeeding tax-
able years in. order of time; but the amount
so- deductible under this sentehco in any
such succeeding taxable year shall not eg-
ceed 15- per centum of the compensation
otherwise paid or accrued during such suc-
ceeding taxable year ta the beneficiaries un-
der the plan. In' addition, any amount paid
into the trust In a taxable year beginning
after December 31, 194 1 in excess of the
amount allowable with respect to such year
under the prededing provisions of this sub-
paragraph shall be deductible in the succeed-
Ing taxable years In order of time, but. the
amount so deductible under this sentence In
any one such. succeeding taxabletyear to-
gather with the amount allowable under the
first sentence of this subparagraph shall not
exceed 15, per centuan of the compensation
otherwise paid or accrued during such tax-
able year to the beneficiaries under the plan.
The term "stock bonus or profit-sharing
trust", as used in this subparagraph, shall not
Include any trust designed to provide bone-
£ta upon retirement and covering a period Of
years, if under t~eplan the arnounta to be
contributed by the employer can ba deter-
mined actuarlly I as. provided in subpara-
graph (A). It the contributions are made
to two ormore stock bonus or profit-sharing
trusts. suchtrusts shall be considered a single
trust for the purposes of applying the llmt'4
tatlons in this subparagraph.

(D) In the taxable year when paid. If the
plan is not one Included in paragraphs (A),
(B), or (C), If the employees, rights to or,
derived from such employer's contribution or
such compensation are nonforfeitable at the
time the contrlbutiol or compensation 14
paid.

(E) For the purposes of subpavagrapho (A),
(B). and (0), a taxpayer on tho accrual basis
shall be deemed to have made a payment on
the last day, of the year of accrual If the
payment is on account of such taxable year
and Is made within sixty days after the close
of the taxable year of accrual.

(F) If amounts are deductible utnder sub-
paragraphs (A and (C>, or (B) and (0), or
(A), (B). and (C), in connection with two
or more trusts, or one or more trusts and an.
annuity, plan, the total amount deductible
in a taxable year under-such trusts and plans
shall not exceed 25 per centum of the coi-
pensation otherwise paid or accrued during
the taxable year to the persons who are the
beneficiaries of the trusts or plans. In ad-.
dilon, any amount paid into, such trust or
under such annuity plans in a taxable year
beginning after December 31, 1941, In excess
of the amount allowable with respect to such.
year under the preceding provisions of this
subparagraph shall be deductible In the suc-
ceeding taxable years in; order of time, but.
the amount so deductible under this son-
tence in any one such succeeding taxable
year together with the amount allowable
under the first sentence of this subparagraph.
shall not exceed 30 per centumr of the coa

5 5o in original.
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pensation otherwise paid or accrued during
such taxable years to the beneficiaries under
the trusts or plans. This subparagraph shall
not have the effect of reducing the amount
otherwise deductible under subparagraphs
(A), (B), and (C), if no employee is a bene-
ficiary under more than one trust, or a trust
and an annuity plan.

If there is no plan 'but a method of employer
contributions or compensation has the ef-
fect of a stock bonus, pension, profit-sharing,
or annuity plan, or similar plan deferring the
receipt of compensation, this paragraph
shall apply as If there were such a plan.

(2) Deductions under prior income tax
acts. Any deduction allowable under section
23 (q) of the Revenue Act of 1928 (45 Stat.
802), or the Revenue Act of 1932 (47 Stat.
182), or the Revenue Act of 1934 (48 Stat.
691), under section 23 (p) of the Revenue
Act of 1936 (49 Stat. 1661), or the Revenue
Act of 1938 (52 Stat. 464), or the Internal
Revenue Code for a taxable year beginning
before January 1, 1943, which under such
section was apportioned to any taxable year
beginning after December 31, 1942, shall be
allowed as a deduction for the years to which
so apportioned to the extent allowable under
such section if it had remained in force with
respect to such year.

[NoTE: Prior to its amendment by section
162 (b), Rev. Act 1942, section 23 (p) read,
as follows:

"(p) Pension trusts-(1) General rule.
An employer establishing or maintaining a
pension trust to provide for the payment of
reasonable pensions to his employees shall be
allowed as a deduction (in addition to the
contributions to such trust during the tax-
able year to cover the pension liability ac-
cruing during the year, allowed as a deduc-
tion under subsection (a) of this section)
a reasonable amount transferred or paid into
such trust during the taxable year in exce~s
of such contributions, but only If .such
amount (1) has not theretofore been allow-
able as a deduction, and (2) is apportioned
in equal parts over a period of en consecu-
tive years beginning with the year in which
the transfer or paymenl'is made.

"(2) Deductions under prior income tax
acts. Any deduction allowable under section
23 (q) of the Revenue Act of 1928, 45 Stat.
802, or the Revenue Act of 1932, 47 Stat. 182,
or the Revenue Act of 1934, 48 Stat. 691, un-
der section 23 (p) of the Revenue Act of
1936, 49 Stat. 1661, or the Revenue Act of
1938, 52 Stat. 464, which under such section
was apportioned to-any taxable year begin-
ning after December 31, 1937, shall be al-
lowed as a deduction in the 'years to which
so apportioned to the extent allowable under
such section if It had remained in force with
respect to such year.

"(3) Exemption of trusts under section
165. The provisions of paragraphs (1) and
(2) of this subsection shall be subject to the
qualification that the deduction under either
paragraph shall be allowable only with re-
spect to a taxable year (whether the year of
the transfer or payment or a subsequent year)
of the employer ending within or with a tax-
able year of the trust with respect to which
the trust is exempt from tax under section
165."-

S'. 162. PmxsioN Tausys. (Revenue Act
of 1942, Title I.)

(d) Taxable years to which amendments
applicable. The amendments made by this
section shall be applicable as to both the em-
ployer and employees only with respect to
taxable years of the employer beginning after
December 31, 1941, except that-

(1) In the case of a stock bonus, pension,
profit-sharing, or annuity plan in effect on
or before September.1, 1942,
- (A) such a plan shall not become iubject
to the requirements of section 165 (a) (3),

(4), (5), and (6) until the beginning of tho
first taxable year beginning after December
31, 1942.

(B) such a plan shall be considered as
satisfying the requirments of faction 105 (a)
(3), (4), (5), and (6) for the period begin-
ning with the beginning of the flrst taxable
year following December 31, 1942, and ending
December 31, 1943. if the plan ratilles such
requirements by December 31, 1943.

(C) if the contribution of an employer to
such a plan in the employer's taxable year
beginning In 1942 exceeds the maLmum
amount deductible for such year under rec-
tlon 23 (p) (1), as amended by this rection,
the amount deductible In such year shall be
not less than the sum of-

(1) the amount paid in such taxable year
prior to September 1, 1942. and deductible
under rection 23 (a) or 23 (p) prior to
amendment by this section, and

(11) with respect to the amount paid In
such taxable year on or after September 1,
1942. that proportion of the amount deducti-
ble for the taxable year under cction 23 (p)
(1), as amended by this section, wThlch the
number of months after August 31, 1942, In
the taxable year bears to twelve.

(2) In the care of a stock bonus, pension.
profit sharing or annuity plan put into effect
after September 1, 1942, such a plan Dhall be
considered as satlsfying the requirements of
rection 165 (a) (3), (4), (5) and (6) for the
period beginning with the date such plan is
put into effect and ending December 31. 1943,
if the plan satsfies such requirements by
December 31, 1943.

§ 29.23 (p)-I Contributions of an em-
ployer to an employees' trust or annuity
plan and compensation under a deferred
payment plan; in general. Section 23
(p) prescribes limitations upon deduc-
tions for amounts contributed by an em-
ployer under a pension, annuity, stock
bonus, or profit-sharing' plan, or under
any plan of deferred compensation. It
is immaterial whether the plan covers
present employees only, or present and
former employees, or only former em-
ployees. Section 23 (p) does not cover
contributions or compensation which
give the employee or former employee
present benefits such as life insurance
protection. The cost of such benefits is
deductible to the extent allowable under
section 23 (a). See § 29.165-6. Section
23 (p), however, is applicable to all con-
tributions under a stock bonus, pension,
profit-sharing, or annuity plan, whether
or not the employee's rights In such con-
tributions are nonfqrfeitable.

A contribution to be deductible under
section 23 (p) must be an ordinary and
necessary expense which would be de-
ductible under section 23 (a) if It were
not for the fact that the statute specifi-
cally provides that it shall be deductible
under section 23 (p). A contribution by
a corporation under a plan which Is
created primarily for the purpose of
benefiting shareholders of the company
is not deductibe. Such contribution may
constitute a dividend within the meaning
of section 115 (a). A contribution under
a plan that is set up for the exclusive
benefit of employees as such, and thus
represents an Item of expense, Is of the
nature of compensation for personal
services rendered by the employees cov-
ered by the plan. The amount of con-
tributions allowable as a deduction has
an over-all limitation-the entire con-
tributions for the taxable year when

added to other compensation paid must
represent reasonable compensation for
services rendered by the employee bene-
ficiaries. In the case of contributions for
pensions for employees, any contribu-
tions on behalf of an employee.in excess
of the amount necessary to provide a
reasonable pension for the employee in
view of his past and current services is
not deductible.' What constitutes a rea-
sonable pension will depend upon the
facts in the particular case. Compensa-
tion otherwise paid the employee, length
of serice, and retirement age are among
the elements to be considered in deter-
mining what is a reasonable pension. In
the case of a stock bonus or profit-shar-
Ing plan which provides for additional
compensation for employees not paid as
a pension, a contribution will not be fully
deductible unless it can be justified as a
reasonable addition to the compensation
otherwise paid to employees who are
beneficiaries under the plan. In addition
to the over-all limitation referred to
above, section 23 (p) sets forth further
limitations as to the amounts that may
be deductible for the taxable year.

Section 23 (p) is not confined to for-
mal stock bonus, pension, profit-sharing,
and annuity plans, or deferred compen-
sation plans, but it includes any method
of contributions or compensation hav-
ing the effect of a stock bonus, pension,
profit-sharing, or annuity plan, or sim-
ilar plan deferring the receipt of com-
pensation. Thus, a corporation paying
pensions to such of Its retired employees
and in such amounts as may be deter-
mined from time to time by the board of
directors or responsible officers of the
company has a plan in effect that is
governed by section 23 (p). If an em-
ployer on the accrual basis defers pay-
Ing any compensation to an employee
until a later year or years finder an ar-
rangement having the effect of a stock
bonus, pension, profit-sharing, or annu-
ity plan, or similar plan deferring the re-
ceipt of compensation, he shall not be
allowed a deduction until the year in
which the compensation is paid. This
provision is not intended to cover the
case where an employer on the accrual
basis defers payment of compensation
after the year of accrual merely because
of inability to pay such compensation
in the year of accrual, as, for example.
where the funds of the company are not
sufficient to enable payment of the com-
pensation without jeopardizing the
solvency of the company, or where the
liability accrues in the earlier year, but
the amount payable cannot be exactly
determined until the later year.

Deductions under section 23 (p) are
generally allow4ble only for the year
for which the contribution or compen-
,sation is paid, regardless of the fact that
the taxpayer may make his return on
the accrual basis. Exceptions are made
in the case of overpayments as provided
in subparagraphs (A), (C), and (F) of
section 23 (p) (1), and, as provided by
section 23 (p) (1) (E), in the case of
payments made by a taxpayer on the
accrual basis within 60 days after the
close of the taxable year of accrual.
This latter provision is intended to per-
mlt a taxpayer on the accrual basis to
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deduct such accrued contribution or
compensation, provided payment is ac-
tually made within 60 days after the
close of the year of accrual.

Any payments shall be disallowed as a
deduction under section 23 (p), if deter-
mined by the National War Labor Board,
the Secretary of Agriculture, or the Corn-.
missioner to have been made in contra-
vention of the Act of October 2, 1942, en-
titled "An Act to amend the Emergency
Price Control Act of 1942, to aid in pre-
venting inflation, and for other pur-
poses," as amended (Public Law 729,
Seventy-seventh Congress; Public Law
34, 'Seventy-eighth Congress), or of the
regulations, orders, or rulings promul-
gated thereunder.

§ 29.23 (p)-2 Information to be fur-
nfished by employer claiming deductions.
If a deduction from gross income is.
claimed unde section 23 (p) (1) (A),
(B), (C), or (F) the employer must file
the following information to establish
that the plan or plans meet the require-
ments of sections 165 (a) or 23 (p) (1)
(B), and that the deductions claimed do'
not exceed the amount allowable under
subparagraphs (A), (B), (C), or (F) of
section 23 (p) (1), as the case may be:

(a) Verified copies of all the instru-
ments constituting the plan or plans in-
tended to qualify under section 165 (a),
including trust indentures, group annuity
contracts, and specimen copy of each
type of individual contract, with all
amendments to any such instruments.,

(b) A statement describing the plan
or plans which indicates the name or
names of the employers, date of incep-
tion of each plan, type of administration
(whether- a trust or insured plan), and
a summary of the.provisions relating to:

(1) Employee eligibility requirements
for participation in the plan,

(2) Employee coniributions, it any,
(3) Employer contributions,
(4) The basis or formula for deter-

mining the amount of each type of bene-
fit and' the requirements for obtaining
such benefits,

(5) The vesting requirements,
(6) The method of funding, and
(7) The basis of distribution upon

liquidation.
(c) A tabulation in columnar form

showing the information specified below
with respect to each of the 25 highest
paid employees, listed in the 'order of
their compensation, covered by the plan:

(1) Name.
(2) Whether an officer.
(3) Percentage of each class of stock

owned directly or indirectly by the em-
ployee or members of his family.

(4) Whether the principal duties con-
sist in supervising the work of oth6r em-
ployees.

(5)- Year of birth.
(6) Length of service for employer on

date of statement.
(7) Total compensation paid or ac-

cru'ed during the taxable year showing
separately (i) basic salary, (ii) other
direct payments, such as bonuses and
commissions, (ii) compensation paid
other than in cash, such as goods, serv-
ices, insurance protection, etc.

(8) Amounts contributed during, the
taxable year with respect to the em-
ployee by the employer under each other
plan of deferred compensation.

(9) Amounts paid under the plan dur-
ing the taxable year by the employer for
the ben6at of the employee for (I) re-
tirement annuity or other deferred bene-
fits, showing amounts paid for (a) past
service and (b) current service, (i) life
insurance protection, if any, (ill) pbr-
centage which each such contribution
bears to total of such contributions made
for all employees under the plan.

(10) Based on the actuarial method
and assumptibns used in determining
the total employer contributions, the
amount of employer liability under the
plan (i) with respect to service rendered
by the employee prior to the taxable year
and (ii) with respect to current service
of the employee for the taxable year.

(11) If a pension plan, the amount of
benefit to be normally payable annually
to each such employee.

(d) The total for items (7) and (8)
set forth in paragraph (c) of this section
with respect to all of the employees in-
cluded under the plan and also with re-
spect to all of the employees; also 'the
total for item (9) with respect to all of
the employees included under the plan.

(e) A schedule showing the total
number of employees as of the close of
the'taxable year for each of the following
groups:

(1) All seasonal and part-time em-
ployees excluded under the percentage
calculation of section 165 (a) (3) (A)
(reasonably estimated).

(2) All employees excluded under the
years of service requirement (reason-
ably estimated).

(3) All employees excluded because
older than a maximum age (reasonably
estimated).

(4) All employees excluded because
younger than a minimum age (reason-
ably estimated).

(5) All employees excluded because of
maximum salary requirement.

(6) All "emjloyees excluded solely be-
cause of minimum salary requirement
and by separate schedule all employees
excluded both because of minimum sal-
ary requirement and other reason or
reasons.

- (7) All employees excluded for rea-
sons other than those listed above, speci-
fying reasons.

(8) All employees covered by the plan.
(9) All employees of the employer.
(f) A detailed balance sheet together

with or including actdarially determined
assets and liabilities, showing equities
under insurance or annult contracts, if
any; and a statement of receipts and
disbursements during the year.

(g)- A statement or schedules showing
the valuation assumptions with respect
to interest, mortality, turn-over, rate of
salary increase, etc., used in determin-
ing the costs under the plan. In addi-
tion; a statement showing the method
of application of such factors to the
data, in sufficient detail to permit actu-
arial analysis as to adequacy thereof hnd
a. summary of the total costs claimed, by
risk or other pertinent groups, showing

the basis for determining the amount
of deduction claimed.

If a deduction is claimed under section
23 (p) (1) (D) for the taxable year, the
taxpayer shall furnish such information

,as Is necessary to show that the deduc-
tion Is not allowable under the other
subparagraphs of section 23 (p) (1), that
the amount paid is an' ordinary and
necessary expense, and that the em-(
ployees' rights to or derived from suclh
employer's contribution or such compen-
sation were nonforfeltable at the time
the contribution or compensation was
paid.

The Commissioner may, in addition,
require anyfurther information that he
considers necessary to establish deduc-
tions under section 23 (p), and may waive
the filing of such information required
herein which he considers unnecessary
in the particular case. If the data and
information required to be filed under
paragraphs (a), (b), and (g) of this sec-
tion are filed for the first taxable year
for which deductions are claimed under
section 23 (p), such 'data and informa-
tion need not be filed for subsequent
years unless a change, is made in the
plan, instruments, or valuation assump-
tions described In paragraph (g) of this
section, in which case a statement shall
be filed at the close of the taxable year
showing what changes have been made
and the effect thereof. The information
required under the other paragraphs of
this section shall be filed annually, un-
less the Commissioner waives the filing
of any portion thereof in any particular
case.

Records substantiating all data and In-
formation specified in this section must
be kept at all times available for Inspec-
tion by internal revenue officers at the
main office or place of business of the
employer.

§ 29.23 (p)-3 Amounts deduttdble il:-
der a plan in effect on or before Septem-
ber 1, 1942 for a taxable year beginning
in 1942. Section 162 (d) of the Revenue
Act of 1942 (set forth immediately pre-i
ceding § 29.23 (p)-1 allows additional dO-
ductions for a taxable year of an em-
ployer beginning in 1942 If the deductions
are taken under a plan in effect on or
before September 1, 1942. For the tax-
able year mentioned such plan need not
meet the requirements of section 165 (a)
(3), (4), (5), and (6) of the Internal Rev-
enue Code. See § 29,165-5. If the plan
meets the other requirements of section
165 (a) at all times during the taxable
year, the employer will be entitled to tho
amount deductible under section 23 (p),
as amended by the Revenue Act of 1942,
for such taxable year, or for the amount
determined under the following compu-
tation, whichever is the greater: -The
amount paid in such taxable year prior
to September 1, 1942, to the extent that
such amount is deductible under aection

- 23 (a) and section 23 (p), prior to Its
amendment by the Revenue Act of 1942,
plus such portion of the amount paid on
or after September 1, 1942, and deduct-
ible under section 23 (p) (1), as amended
by the Revenue Act of 1942, which the
number of months after August 31, 1942,
In the taxable year bears to 12. For exn-
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anple, an employer making a return on
th- calendar year basis paid into a pen-
sion. trust on March 1, 1942, the sum of

- $200,000, and on October 1, 1942, he made
a further contribution of $100,000. As-
sume that the total contributions of
$300,000 would have been deductible un-
der section 23 (a) and section 23 (p),
prior to its amendment by the Revenue
Act of 1942, but that only $240,000 thereof
is deductible under section 23 (p), as
amended by the Revenue Act of 1942,
without giving effect to seftion 162 (d)
(1) (C) of the Revenue Act of 1942. A
deduction of $280,000 will be allowable
for 1942, determined as follows:
Amount contributed prior to Sep-

tembr 1, 1942, and deductible
Under section 23 (a) and section
23 (p), prior to Its amendment-.. $200, 000

Pro-rata portion of total 1942 con-
tributions allowed under section
23 (p), as amended ($i2 of
$240,000) --------.----------- 80,000

280,000

29.23 (p)-4 Contribution o1 an em-
ployer to an employees' pension trust,;
in general (section 23 (p) (1) (A)). A
contribution of an employer to a pension
trust to be deductible under section
23 (p) (1) (A) must be paid within the
taxable year of the employer which ends
within or with a taxable year of the trust

* for which the trust is exempt under sec-
tion 165 (a). The term "pension'trust"

* as used in section 23 (p) (1) (A) means
a trust created or availed of by an em-
ployer to provide definite actuarially de-
terminable benefits for his employees,
which may include former employees, or
their beneficiaries, to be paid over a

-period of years, generally for life, after
the retirement of employees, based on
service prior to retirement. The retire-
ment benefits may be forfeitable or non-
forfeitable. Retirement benefits are
basically only life annuities payable after
retirement. However, for purposes of
this section a retirement benefit may in-
clude the following additional benefits:
(a) a death benefit, as provided in the
plan but not to exceed the excess of
the reserve at retirement over the an-
nuity payments received prior to the
death of the retired employee (pay-
able either in cash or over a period of
years), (b) a benefit upon death or
separation from service or upon termi-
nation of participation in the plan of an
amount as provided in the plan but not
to exceed the reserve accumulated for
the retirement annuity at the time.
Any additional benefits, such as life in-
surance payments exempt under section
22 (b) (1), will not be considered as part
of the retirement annuity for purpose of
this section. The cost of such life in-
surance benefits as distinguished from
the cost of an annuity is deductible un-
der section 23 (a) to the extent it is an
ordinary, and necessary expense, and is
includible in the income of the employee

* as additional compensation in the year or
years payments for such life insurance
are made. See § 29.165-6. An amount
to be deductible under section 23 (p) (1)
(A) must also meet the requirements of

-section 23 (a). It must be an ordinary
and necessary expense. See § 29.23 (p)-

1. In addition to the requirement that a
contribution to be deductible must be an
ordinary and necessary expense, the
amount of contributions to a pension
trust deductible for any taxable year is
subject to the further limitations set out
in section 23 (p) (1) (A).

In determining allowable deductions
all calculations must consider discount
for expected mortality and anticipated
interest and may consider expected turn-
over, anticipated salary increases, vari-
able retirement ages, variations in mor-
tality for different classes of rsm, other
pertinent factors of an actuarial nature,
and expenses of operation. In any case,
the amount of deduction otherwise al-
lowable for the taxable year shall be re-
duced by any decrease in liability which
may arise from an experience during the
next preceding taxable year more favor-
able than the assumed experience on
which the cost calculations were based
for each year. In no event shall an in-
terest rate be less than, nor shall any
mortality table require premiums greater
than, reasonable amounts warranted un-
der the circumstances. In the case of
contributions made to a trust where the
employer incurs expenses, not payable
out of such contributions, such as trus-
tee's fees, actuary's fees, and other ex-
penses, the employer shall be allowed de-
ductions for such expenses under section
23 (a) to the extent they are ordinary
and necessary. A properly weighted re-
tirement age determined from reasonable
analyses of the experlence of the em-
ployees included In the plan may be used
as the normal retirement age. Different
basic assumptions or premium rates may
be used for different classes of risks or
different groups where such differences
are justified by conditions or required by
contract, so long as the results of the
application thereof are reasonable and
do not cause any discrimination.

529.23 (p)-5 Contributions of an
employer to an employees' penstn trust;
amounts deductible under section 23 (p)
(1) (A) (M. If the amount of contribu-
tions for the first taxable year that sec-
tion 23 (p) (1) (A) is applicable does not
exceed 5 percent of the compensation
otherwise paid or accrued during the tax-
able year to all the employees covered by
the trust, it will not be necessary for the
taxpayer for such taxable year to submit
actuarial data to show that such amount
is reasonably necessary to provide the
remaining unfunded cost of past and
current service credits to all employees
under the plan. The term "compensa-
tion otherwise paid or accrued" means
all of the compensation paid or accrued
except that for which a deduction is al-
lowable under a plan that qualifies under
section 165 (a), including a plan that
qualifies under section 23 (p) (1) (B).
However, the Commissioner will make
periodical examinations from time to
time, at not less than 5-year intervals,
and will redude the amount allowable as
a deduction below the 5 percent figure
for the years following the taxable year
with respect to which the examination is
made, if he finds that such percentage Is
producing contributions in excess of the
amount reasonably necessary to provide

the remaining. unfunded cost of past
and current service credits of all em-
ployees under the plan.

For the second year and each fifth
year thereafter the taxpayer shall sub-
mit with his return a certification by
a qualified actuary or the company un-
derwriting the pension of the amount
determined to be necessary to provide
the remaining unfunded cost of past
and current service credits. Such cer-
tificate shall be accompanied by appro-
priate supporting data. If the Commis-
sioner determines that the deduction
claimed for the taxable year is excessive,
the percentage limitation for future
years shall be reduced to such amount as
may be determined by the Commissioner.
During each future year the amount de-
ductible shall be limited to such lower
percentage as has been approved by the
Commissioner, and no change will be
permitted in such percentage until a sub-
sequent actuarial valuation shows such
change to be necessary. Such subse-
quent valuation may be made at any
time by the taxpayer and submitted to
the Commissioner.

§ 29.23 (p)-6 Contributionsofan em-
ployer to an emplojees' pension trust;
lamounts deductible under section 23 (p)
(1) (A) (if). The level amount or level
percentage of compensation under clause
(U) of section 23 (p) (1) (A) may be de-
termined by any reasonable and gener-
ally accepted actuarial method selected
by the employer. While the need for
actuarial calculations is implicit in clause
(U), the statute leaves the determination
of specific methods to regulations to be
prescribed by the Commissioner with the
approval of the Secretary. Clause (ii)
must be construed in the light of its ob-
vious relationship to classes U) and (iii)
and the interplay of clauses (i), i), and
(Ill). Each employer desiring to fund
under clause (M1) shall submit the pro-
posed method to the Commissioner and
receive approval of such method before
the results will be acceptable. Any
method which does not fund cost of
past service credits more rapidly than
that permitted under clause (iii) will
be acceptable, and the approval of the
Commissioner will not be necessary in
such a case.

If the total costs computed under
clause (i) exceed the amount allowable
under clause 0), the amount allowable
under clause (if) will be the excess of
such total cost over the amount allow-
able in clause (). In other words, if a
deduction s claimed under clause (ii),
the total amount allowable under both
clauses ) and (O will be the total cost
for the year with respect to either the
"level amount" basis or the "level per-
centage" of payroll basis.

§ 29.23 (p)-7 Contributions of an
employer to an employees' pension trust;
amounts deductible under section 23 (p)
(1) (A) (iii). The basic limitation on
deductions for any year under clause
(lil) of section 23 (p) (1) (A) is the sum
of the "normal" cost, plus an amount
equal to one-tenth of the cost of "past
service or other supplementary pension
or annuity credits" not provided by such.
"normal" cost.
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"Normal cost" for any taxable year is
the cost actuarially determined which
would be required during such year to
maintain the plan assuming that the
plani had been in effect from the begin-
ning of the service of each then included
employee and that such costs for prior
years )lad been paid and all assumptions
as to interest, mortality, time of pay-
ment, etc., had been fulflled. Such nor-
mal cost may be determined under any
reasonable and generally accepted ac-
tuarial method and may be expressed

-either as (a) a level amotnt or a level
percentage of payroll or (b) the total for
all of the employees of the single pre-
miums for the unit benefits of each ac-
cruing during the year. The method of
funding used for determining normal
costs must be reasonable and consistent
with the provisions of the plan. No
method of deteremining normal cost will
be permitted which results in discrimi-
nation or manipulation.

Past service or supplementary cost at
any time is the amount which would be
required at such time to meet all the fu-
ture retirement annuity benefits pro-
vided by the plan which will not be met
by the expected payments of normal costs
and expected future contributions of
employees.

§ 29.23 (p) -8 Contributions of an em-
ployer to an employees' pension trust;
deduction of excessive amounts paid in a
taxable year (section 23 (p) (1) (A)
(iv)). Any amount i5aid in a taxable
year in excess of the amount deductible
in such year under clause (ii) or (iii) of
section 23 (p) (1) (A) shall be deductible
under the provisions of clause (iv) in the
succeeding taxable years in order of time
to the extent of the difference between
the amounts paid and deductible in each
such succeeding taxable year and the
maximum amounts deductible for such
year in accordance with the limitations
under clause (ii) or (lii), whichever is
applicable. Thus, if the normal cost of
the plan required the taipayer to pay
under the plan $100,000 for the taxable
year 1942, and he paid $150,000, he would
be allowed a dedilction of $100,000 for
1942, but if the normal cost continued to
be $100,000 for 1943, and he paid in
$75,000 that year, he would be allowed a
deduction of $100,000 for 1943, and he
would be allowed to take the remaining
$25,000 in 1944, or for the first succeeding
year or years, in which he pays in less
than the normal cost for that year..

§ 29.23 (p)-9 Contributions of an em-
ployer toward the purchase of retirement
annuities (section 23 (p) (1) (B)). Sec-
tion 23 (p) (1) (B) relates to the deduc-
tion of amounts paid by an employer for
retirement annuities for his employees.
If amounts are contributed by an em-
ployer to a pension trust and the trust-
purchases such annuities, the amounts so
contributed are deductible under section
23 (p) (1) (A). In order that an em-
ployer's payments for retirement an-
nuities may be deductible under section
23 (p) (1) (B), the annuity contracts
must be purchased under a plan that
meets the requirements with respect to
coverage and discrimination in contribu-
tions and benefits set out in section

-165 (a) -(3), (4), (5), and (6). See
§§ 29.165-3 to 29.165-5, inclusive. In
the case of an annuity plan In effect on
or before September 1, 1942, the annuity
plan need not meet the requirements of
section 165 (a) (3), (4), (5), and (6)
except for taxable years beginning after
December 31, 1942. (See section 162 (d)
of the Revenue Act of 1942, set forth im-
mediately preceding § 29.23 (p)-1.) In
addition, no deduction will be allowable
for any taxable year under section 23
(p) (1) (B) if any refund of premiums
which may be made under the annuity
contracts is not applied within the taxa-
ble year in which received, or within the
next succeeding taxable year, toward the
purchase of such retirement annuities
for the employees covered under the
annuity plan. This provision applies
whether the refund is made upon the
termination of any annuity contract or
prior thereto. If the annuity plan is
discontinued, any amount refunded shall
be applied during the taxable year of the
employer in which the refund is made
or during his next succeeding taxable
year toward the purchase of annuity
contracts for all employees covered by
the plan, whether or not the rights of
such employees are nonforfeitable.
Such refund shall be applied equitably,
and, so far as the amount of refund will
permit, to the liability under the plan,
including contingent liability, with re-
spect to each included employee. See
§ 29.165-2 for similar requirements upon
termination of a pension trust. All
amounts refunded under an annuity
contract shall be considered a return of
premiums, to the extent that the amounts
recovered do not exceed the total pre-
miums paid. Any amounts credited to
an employer under an annuity contract
toward the payment of premiums then or
thereafter due and which are not re-
funded, are not required to be credited
against the premiums due for the current
taxable year or the next succeeding taxa-
ble year, but may be credited against pre-
miums due for any ' taxable year. If
under the terms of any annuity contract
it is possible fdr refunds of premiums
to be made and not applied within the
taxable year in which the refund is re-
6eived or the next succeeding taxable
year toward the purchase of such retire-
ment annuities, no deduction will be
allowable under section 23 (p) (1) (B).
However, section 23 (p) (1) (B) shall be
applicable if under the terms of the
annuity contract any refunds are re-
quired to be made to a trustee, other than

-the employer, under an irrevocable trust
indenture whichbprovides that such re-
funds shall be used solely for the pay-
ment of premiums for the current year
or subsequent years, under the annuity
contract.

§ 29.23 (p)-10 Contributions of an
employer to a stock bonus or profit
sharing trust (sections 23 (p) (1) (C)).
Section 23 (p) (1) (C) is applicable to
contributions of an employer to a stock
bonus or profit-sharing trust that meets
the requirements of section 165 (a).
The contributions to be deductible un-
der this section must be paid In a tax-
able year of the employer which ends

within or with a taxable year of the trust
- with respect to which the trust Is ex-

empt under section 165 (a)., Any
amount deductible under any of the sub-
divisions of section 23 (p) (1) (A) Is not
deductible under section 23 (p) (1) (C),
since such amounts represent contribu-
tions to a pension trust and not to a
stock bonus or profit-sharing trust, As
to the types of contributions deductible
under section 23 (p) (1) (A), see §§ 29.23
(p)-4 to 29.23 (p)-7, inclusive.

The amount of contributions deducti-
ble under section 23 (p) (1) (C) In any
taxable year is limited to 15 percent of
the compensation otherwise paid or ac-
crued during thetaxable year to all of
the employees covered by the stock
bonus or profit-sharing plan. The term
"compensation otherwise paid' or ac-
crued" means all of the compensation
paid or accrued except that for which a
deduction is allowable under a plan that
qualifies under section 165 (a). If con-
tributions are made by an employer dur-
ing a taxable year to two or more stock
bonus or profit-sharing trusts, he s lim-
ited in his deduction to 15 percent of
the compensation otherwise paid or ao-
crued during the taxable year to all of
the employees covered by such trusts.
If an employer contributes in any taxa-
ble year beginning 'after December 81,
1941, an amount In excess of the maxi-
mum amount for which he is allowed a
deduction under section 23 (p) (1) (C),
such excess shall be deductible in the
succeeding taxable years in order of time,
but the total amount deductible In any
one taxable year shall not exceed 15 per-
cent of thd compensation otherwise paid
or accrued during such succeeding tax-
able year to the employees covered by
the plan In such year. For example, if
an employer pays Into a profit-sharing
trust during 1943 $100,000, and he Is lim-
Ited to a deduction of $60,000 for such
year under the 15 percent limitation
provision, and he pays In $70,000 in 1044,
although entitled to a .deduction of
$100,000 for 1944, If he had paid In that
amount, nevertheless he will be allowed
a deduction of $100,000 for 1944. The
remaining $10,000 of the 1943 overpay-
ment not deductible for 1943 or 1944
shall be allowable as a deduction In any
succeeding year or years In order of
time to the extent that he has not made
a contribution of the maximum allow-
able for such succeeding year or years,

If such contributions are made In any
taxable year beginning after December
31, 1941, and such contributions are less
than the maximum amount that would
have been deductible for such year If
contributed, the excess of such maximum
amount over the amount actually con-
tributed, or if nb amount was con-
tributed, then such maximum amount
shall be carried forward and be de-
ductible for the succeeding taxable
years, In order of time, but the amount
so carried forward shall not be de-
ductible for any taxable year in an
amount in excess of 15 percent of the
compensation otherwise paid or accrued
during such taxable year to the em-
ployees covered by the plan. For ex-
ample, an employer paid into an exempt
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profit-sharing trust in 1942 $50,000.
Bfteen percent of the total compensa-
tion paid or accrued to the employees
covered by the trust, not including the
amounts contributed to the trust on be-

.half of such employees, for such year
-amounted to $150,000. For 1943, 15 per-
cent of such compensation for such em-
ployees amounted to $125,000. The em-
ployer contributed $200,000 to such a
trust during that year. The amount de-
ductible for 1943 is limited by section
23 (p) (1) (C) to $225,000; $125,000
(amount equal to 15 percent of the com-
pensation otherwise paid in 1943) plus
$100,000 (amount carried forward from
V42, which amount is not in excess of.
such 15 percent of such conipensation).

§ 29.23 (p)-11 Contributions of an
employer under a plan that does not
meet the requirements of section 165 (a)
(section 23 (p) (1) (D)). Subparagraph
(D) of section 23 (p) (1) covers all cases
for which deductions are allowable un-
der section 23 (p) (1) but not allowable
under subparagraphs (A), (B), (C), or
(F) of such section. No deduction is al-
lowable under section 23 (p) (1 (D) for
any contribution paid or accrued by an
employer under a stock bonus, pension,
Profit-sharing, or annuity plan, or for
any compensation paid or accrued oic
account of any employee under a plan
deferring the receipt of such compensa-
tion, except for the year when paid, and
then only to the extent allowable under
section 23 (p) (1). See § 29.23 (p)-l. If
payments are made under such a plan
and the amounts are not deductible un-
der the other subparagraphs of section
23 (p) (1), they are deductible under
subparagraph (D) to the extent that in-
dividual employees' rights to or derived
from such employer's contribution or
such compensation are nonforfeitable at
the time the contribution or compensa-
tion is paid. As to what constitutes non-
forfeitable rights of an employee, see
§ 29.165-7. If an amount is accrued but
not paid during the taxable year, or if
-aid during the taxable year and the
employees' rights are forfeitable at the
time the amount is paid, no deduction
will be allowed the employer for such
amount for such taxable year.

§ 29.23 (p)-12 Contributions of an
employer to two or more employee
trusts, or annuity plans (section 23 (P)
(1) (F)). Section 23 (p) (1) (F) covers
cases where an employer makes contri-
butions either to (a) a pension trust and
a profit-sharing or stock bonus trust, or
(b) a profit-sharing or stock bonus
trust and under an annuity plan, or (c)
both pension and profit-sharing or stock
bonus trusts and under an annuity plan,
and such contributions are made under
a plan or plans that meet the require-
ments of section 165 ka). It does not
cover cases where an employer makes
contributions to two or more pension
trusts or to a pension-trust and under an
annuity plan or plans. In such cases
deductions are determined under section
23 (p) (1) (A) if made under a plan that
meets the requirements of section 165
(a) or, if not meeting such requirements,
then under section 23 (p) (1) (D).
Neither is it applicable to a case where
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there are only two or more stock bonus
or profit-sharing trusts. See § 29,23
(p)-10. If no employee is a beneficiary
under more than one trust, or a trust
and an annuity plan, section 23 (p) (1)
(F) is not applicable.

The amount deductible under section
23 (p) (1) (F) is limited to 25 percent
of the compensation otherwise paid or
accrued during the taxable year to the
employees covered by the plans. The
term "compensation otherwise paid or
accrued" means all of the compensation
paid or accrued except that for which a
deduction is allowable under a plan that
qualifies under Eection 165 (a). If an
employer contributes an amount under
such plans in excess of the 25 percent
limitation, he shall be allowed deduc-
tions for such excess in the succeeding
years in order of time but limited in
amount in any one year so that the total
amount allowable under section 23 (p)
(1) (F) for any one taxable year shall
not exceed 30 percent of the compensa-
tion otherwise paid or accrued during
such taxable year to the employees cov-
ered by the plans. For example, If an
employer on the calendar year basis con-
tributed during 1942 to pension and
profit-sharing trusts amounts equal to
40 percent of the compensation other-
wise paid employees covered by tfie
plans, and in 1943 contributed to such
trusts an amount equal to 25 percent of
such compensation, he would be allowed
a deduction for 1943 for the excess for
which no deduction was allowable for
1942 plus the amount otherwise allow-
able for 1943 in an aggregate amount
not in excess of 30 percent of the com-
pensation otherwise paid such employees
for 1943. If there remained a portion of
such excess for which no deduction was
allowable for 1943, such portion could be
carried over to 1944 and succeeding tax-
able years, subject to the 30 percent
limitation.

[SEc. 23. Doucxons rzo cnos n:corn-
as amended by rcs. 211 (a), 224, Re. Act
1939: se.. 301, 600 (b), 2d Rev. Act 1940;
sec. 10 (b), 1Mcczs Profits Tax Amendments
1941; sec. 202 (a), Rev. Act 1941; recs. 105 (c),
120 (b), 121 (a) (c), 122.123 (a), 121 (a), 125,
126 (a), 127 (a) (c), 128, 134 (d), 168 (b),
162 (b), Rev. Act 1942.1

[In computing net ncome thero shall be
allowed as deductlons:)

(q) Charitable and other contributions by
corporations. In the came of a corporation,
contributions or gifts payment of which is
made within the -taxable year to or for the
use of:

(1) The United States, any State, Territory.
or any political subdivision thereof or the
District of Columbia, or any po=e.ion of the
United States, for exclusively public purlo;
or

(2) A corporation, trust, or community
chest, fund, or foundation, created or organ-
ized In the United States or In any po=seson
thereof or under thelaw of the United States,
or of any State or Territory, or of the District
of Columbia, or of any po=eion of the
United States, organized and operated exclu-
sAvely for religious, charitable, Eclentiflc, lit-
erary, or educational purposes or for the
prevention of cruelty to children (but in the
case of contributions or gifts to a trust, che:t,
fund, -or foundation, payment of which In
made within a taxable year beginning after
the date of the cesation of hostilities Inthe
present war, as proclaimed by the President,
only If such contributions or gifts arc to be

used within the United States or any of its
poss.,sions escluolvely for such purpozes),
no part of the net earnings of which Inures
to the bneflt of any private shareholder or
Individual, and no substantial part of the
activities of which is carrying on propaganda,
or otherwiso attempting, to influence le2Is-
lation;
to an amount which does not exceed 5 pe
cQntum of the taxpayer's net income as com-
puted without the benefits of this subsec-
tin, Such contributions or gifts shall be
allowable as deductions only if verified under
rulC and regulations preccribed by the Cam-
misioner, with the approval of the Secretary.

§ 29.23 (q)-I .Contril.utions"or gifts
by corporations. A corporation may de-
duct from Its gross income contributions
or gifts to organizations described in sec-
tion 23 (q) (see § 29.22 (b) (4-! for defi-
nition of "poHticalsubdivision"). Where
payment is made in a taxable year be-
ginning prior to the first taxable year
beginning after the date of the cessation
of hostilities in the present war, as pro-
claimed by the President, the charitable
deduction prescribed is allowable to cor-
porations even though the gifts or con-
tributions are used outside of the United
States or Its possessions. Such deduc-
tion shall, to the extent provided by that
section, be allowed only for the taxable
year inwhich such contributions or gifts
are actually paid, regardless of when
pledged and regardless of the method of
accounting employed by the corporation
in keeping Its books and records. As to
charitable contributions by corporations
not deductible under section 23 (a), see
§ 29.23 (a)-13. Sums of money expend-
ed for lobbying purposes, the promotion
or defeat of legislation, the exploitation
of propaganda, including advertising
other than trade advertising, and contri-
butions for campaign expenses are not
deductible from gross income.

The provisions of the Last paragraph of
§ 29.23 (W)-1, relating to (1) the state-
ment in returns of the name and ad-
dress of each organization to which a
contribution or gift was made and the
amount and the approximate date of the
actual payment of the contribution or
gift, (2) the substantiation of the claims
for deductions when required0 by the
Commissioner, and (3) the basis for cal-
culation of the amount of a contribution
or gift which is other than money, are
equally applicable to claims for deduc-
tions of contributions or gifts by corpo-
rations under section 23 (q).

f1zc. 23. =mcrzo.s ro cmoss usco=e-
as amended by sees. 211 (a), 224, Rev. Act.
1939; sew. 201, M05 (b), 2d Rev. Act 1940;
ce. 10 (b), Excess Profits Tax Amendments

1941; sec. 202 (a), Rev. Act 1941; sees. 105 (c),
120 (b). 121 (a) (c), 122, 123 (a), 12- (a),
1, 126 (a), 127 (a) (c), 128. 134 (d), 153
(b), 162 (b), Rev. Act 1942.]

[In computing net income there shall be
allowed as deductions:]

(r) Dl siends paid by baniLng corpora-
"tions. For deduction of dividends paid by
certain banking corporations, see section 12L

(a) Net op t ng lo, deduction. For any
taxable year beining after December 31,
1939, the net operating lcss deduction com-
puted under section 122.

(t) Amortizat ion deduction. The deduc-
tion for amortization provided In section 121,

(u) Alimony, etc., pajmentT. In the case
of a husband, decrlbed In section 22 (k),

14941



FEDERAL REGISTER, Wednesday, November 3, 1943

amounts includible under section 22 (k) in
the gross income of his wife, payment of
which is made within the husband's taxable
year. If the amount of any such payment is,
under section 22 (k) or section 171, stated to
be not includible in such husband's gross
income, no deduction shall be allowed with
respect to such payment under this subsec-
tion. [NoTE: Under section 120 (g) of the
Revenue Act of 1942, this provision is applica-
ble only with respect to taxable years begin-
ning after December 31, 1941; except that if
the first taxable year beginning after Decem-
ber 31, 1941, of the husband does not begin on
the same day as the first taxable year begin-
ning after December 31, 1941, of the wife,
this provision shall first become applicable
in the case of the husband on the first day
of the wife's first taxable year beginning after
December 31, 1941, regardless of the taxable
year of the husband in which such day falls.]

§ 29.23 (u)-1 Periodic alimony pay-
ments. A deduction is allowable under
section 23 (u) with respect to periodic
payments in the nature of, or in lieu of,
alimony or an allowance for support ac-
tually paid by the taxpayer during his
taxable year and required to be included
In the income of the payee wife or former
wife, as the case may be, under section
22 (k). As to the amounts required to
be included in the income of the wife or
former wife, as the case may be, see
§ 29.22 (k)-1. (For definition of hus-
band and wife in such cases, see section
3797 (a) (17).)

The deduction is allowed only for such
amounts as are actually paid on or after
January 1, 1942, in a taxable year of
the wife or former wife beginning after
December 31, 1941. For this purpose,
the taxpayer is treated as if he makes
his income tax returns on the cash re-
ceipts and disbursements basis, regard-
less of the method of accounting actually
employed by him in making such re-
turng.

The deduction under section 23 (u) is
allowed only to the obligor spouse. It is
not allowed to an estate, trust, corpora-
tion, or any other person who may pay
the alimony obligation of such obliger
spouse. The obligor spouse, however, is
not allowed a deduction for any periodic
payment includible under section 22 (k)
In the icome of the wife or former wife,
as the case may be, which payment is
attributable to property transferred in
discharge of his obligation and which,
under section 22 (k) or section 171 is
stated not to be includible in his gross
income.

The following examples illustrate
cases in which a deduction is or is not
allowed under section 23 (u):

Example (1). Pursuant -to the terms of
a decree of divorce, H, in 1940, transfers e-
curities valued at $100,000 in trust for the
benefit of W, which fully discharges all his
obligations to W. For 1942 and thereafter
the periodic payments made by the trust to
W are required to be included in W's income
under section 22 (k). Such payments are
stated in section 22 (k) not to be includible
In H's income and, therefore, under section
23 (u) are not deductible from his income.

Example (2). A decree of divorce obtained
by W from H incorporated a previous agree-
ment of H to establish a; trust, the trustees
of which were instructed to pay W $5,000 a
year for her life. The court retained juris-
diction to order H to provide further pay-

-ments if necessary for the support of W.
In 1942 the trustees paid to W $4,000 from
the income of the trust and $1,000 from the
corpus of the trust. Under the provisions of
sections 22 (k) and "171 (b), W will include
$5,000 in'her income for 1942. (The trustees
will deduct $4,000 from the income of the
trust under section 162.) H will not include
any part of the $5,000 in his income nor
take a deduction therefor. If H had paid the
$1,000 to W, rather than allowing the trustees
to pay it out of corpus, he would have been
entitled to a deduction for $1,000 under the
provisions of section 23 (u).

For other examples, see § 29.22 (k)-1.
[SEc. 23.-DEDutcnoNs FnOm GROSS mncomE-

as amended by secs 211 (a), 224, Rev. Act
1939; sees. 301, 506 (b), 2d Rev. Act 1940; sec.
10 (b), Excess Profits Tax Amendments 1941;
sec. 202 (a), Rev. Act 1941; secs. 105 (c),
120 (b), 121 (a) (c), 122, 123 (a), 124 (a),
125, 126 (a), 127 (a) (c), 128, 134 (d), 158
(b), 162 (b), Rev. Act 1942]

[In computing net income there shall be
allowed as deductions:]

(v) Bond premium deduction. In the case
of a bondholder, the deduction for amortiz-
able bond premium provided in section 125.

(w) Deductions of estate, etc., on account
of decedent's deductions. (1) In the case of a
person described in section 126 (b), the
amount of the deductions in respect of a
decedent to the extent allowed by such sub-
section.
* (2) Inthe case of a person described in
sEction 126 (a), the amount of the deductions
in respect of a decedent to the extent allowed
by section 126 (c). [NOTE: Subsection (w)
is, under sec. 134 (f), Rev. Act 1942, applicable
only with respect to taxable years ending
after December 31, 1942.]

(x) Medical, dental, etc., expenses. Ex-
cept as limited under paragraph (1) or (2),
expenses paid during the taxable year, not
compensated for by insurance or otherwise,
Yor medical care of the taxpayer, his spouse,
or a dependent specified in section 25 (b) (2)
(A) of the taxpayer. The term "medical
care," as used in this subsection, shall in-
clude amounts paid for the diagnosis, cure,
mitigation, treatment, or'prevention of dis-
ease, or for the purpose of affecting any
structure or function of the body (including
amounts paid for accident or health nsur-
-ance).

(1) A husband and wife who file a joint
return may deduct only such expenses as ex-
ceed 5 per centum of the aggregate net in-
-come of such husband and wife, computed
without the benefit of this subsection, and
the maximum deduction for the taxable year
shall be not n excess of $2,500 in the case -of
such husband and wife.

(2) An individual who files a separate re-
turn may deduct only such expenses as ex-
ceed 5 per centum of the net income of the
taxpayer, computed without the benefit of
this subsection, and the maximum deduction
for the taxable year shall be not in excess of
$2,500 in the case of the head of a family, and
not in excess of $1,250 in the case of-all other
such individuals.

§ 29.23 (x)-I Medical, dental, etc., ex-
penses. Section 23 (x) permits a deduc-
tion from gross income of payments for
certain medical expenses. The deduc-
tion is allowable only to individuals and,
only with respect to medical expenses
actually paid during the taxable year, re-
gardless of when the incident or event
which occasioned the expenses occurred
and regardless of, the method of ac-
counting employed by the taxpayer in
making his income tax return. If the
medical expenses are incurred but not
paid during the taxable year, no deduc-

tion can be taken for such year. Thus,
if an expenditure was Incurred In De-
cember, 1942, but not paid until Janu-
ary, 1943, no deduction can be taken for
the- year 1942.

The expenses paid must be for medi-
-cal care of the taxpayer, his spouse, or
-a dependent of the taxpayer (see
-§ 29.25-6 for description of dependents),
not compensated for by Insurance or
otherwise. Where reimbursement, from
insurance or otherwise, for medical ex-
penses is not 'received until a taxable
-year subsequent to the year in which
allowable medical expenses were paid,
the reimbursement so received must be

-included in the gross Income of the tax-
.payer for the taxable year received to
the extent attributable to (and not In
excess of) deductions allowed under sec-
tion 23 (x) for any prior taxable year
(see section 22 (b) (5)). Where during
the year for which the deduction is taken
payments are made for medical care
which are not compensated for during
such year but for which compensation
is received in a subsequent year, the por-
tion of the compensation so received
which is attributable to the deduction
taken is that proportion of such com-
pensation which the amount of the de-
duction bears to the total amount of the
payments made in the prior year not
compensated for during such prior year.

It is unnecessary for the purposes of
this section that the spouse or dependent
of the taxpayer for whom the medical
expenses are paid be such at the time of
payment, or at the time they were in-
curred. Thus, payments made In June,
1942, by A, for medical services rendered
B, his wife, In 1941, may be deducted by
A for 1942 even though prior to payment
for that year B died or secured a di-
vorce; and payments made In July, 1942,
by C Tor medical services rendered D in
1941 may be deducted by C for 1942 even
though C and D were not married until
June, 1942.

Only such medical expenses are de-
ductible as exceed 5 percent of the net
income computed without the deduction
for medical expenses. Where a taxpayer
has allowable deductions in the taxable
year for both charitable contributions
and medical expenses the allowable de-
ductions for charitable contributions
should be computed first, without regard
to deduction for medical expenses, and
thereafter the deduction for medical ex.
penses should be calculated (see § 29,23
(o)-1). The maximum deduction allow-
able for medical expenses paid in any one
taxable year is $2,500 in the case of the
head of a family or a husband and wife
filing a joint return.' In all other cases,
the znaximum is $1,250.

The term "medical care" as used in this
section and in section 23 (x) includes
amounts paid for the diagnosis, cure,
mitigation, treatment, or prevention of
disease, or for the purpose of affecting
any structure or function of the body (in-
cluding amounts paid for accident or
health Insurance). Payments for hos-
pitalization insurance, or for member-
ship in an association furnishing coop-
erative or so-called free-choice medical
service, or group hospitalization and
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clinical care are amounts which may be
deducted. Amounts paid for operations
or treatments affecting any portion of
the body, including obstetrical expenses
and expenses of X-rays or therapy treat-
ments, are deemed to be for the purpose
of affecting any structure or function of
the body and are therefore deductible.
Amounts expended for illegal operations
or treatments or illegally procured drugs
are not deductible. Allowable deduc-
tions under section 23 (x) will be con-
fined strictly to expenses incurred pri-
marily for the prevention or alleviation
of a physical or mental defect or illness.
Thus, payments for expenses for hos-
pital, nursing (including nurses' board
where paid by the taxpaper), medical,
laboratory, surgical, dental and other
diagndstic-and healing services, for
drugs and medical and dental sup-
plies- (including artificial teeth or limbs).
and-for ambulance hire and travel pri-
marily for and essential to the rendition
of the medical-services or to the preven-
tion or alleviation of a physical or mental
defect or illness, are deductible

In connection with claims for deduc-
tions under section 23(x), the taxpayer
shall furnish the name and address of
each'person to whom payment for med-
ical expenses was made and the amount
and the approximate date of the actual
payment thereof in each case. If pay-
ment was in kind, then such fact shall
be so reflected. Claims for deduction
must be substantiated, when requested
by the Commissioner, by a statement
from the individual or entity to which
payment for medical expenses was paid
showing the nature of the service ren-
dered, to or for whom rendered, the
amnount paid therefor, and the date of
the actual payment thereof, and by such
other information as the Commissioner
may deem necessary.

The application of section 23 (x) and
this section may be illustrated by the
following example:

Example. Taxpayer A, divorcid from B In
December 194 and having one dependent

* child, had net Income for 1942 of 3,000 be-
fore deduction of medical expenses. During
1942 he paid $300 for medical care, of which
$100 was for tteatment oV his dependent
child and $200 for an operation In Septem-
b ber 1941 on B, his wife at the time of the
operation. In 1942 le received a payment
of $50 for health insurance covering B's I-
ness during 1941.

The deduction allowable under section 23
(x) for the calendar year 1942 is $100, com-
puted as follows:
Payment for medical care In 1942- 300
Less: Amount of insurance received in

1942 ----------------------------- so

Payment for medical care in 1942 not
compensated for during 1942 . ... 250

Less.5 percent of $3,000 (net income
before deduction of medical ex-
peases) . 15D

Excess, allowable as deduction for 1942. 10
Assuming In the above example that, .in

1943, A brings suit and receives $150 .upon
a hospital insurance policy covering the ex-
penses incurred by B in 1941, the amount
included in taxable income for 1943 is $60,
computed as follows (see section 22 (b) (5)):

Compenatlon recelve4 in 19 -3 - $139
Less: Portion thereof attributable to the

deduction allowed for prior year
1942:

100 (deduction
for 1942)

250 (payments X $10 (compen-
not compen- atlon re-

-ated for in calved In

1942) 1943) co
Amount'to be excluded from grom in-

come for 1943__._ __ _ 90
Taxable InCome'for 1C43O........ CO

[SEc. 23 DEoucriozus r-oms cram u:co=--
as amended by scs. 211 (a), 21 Rev. Act
1939; secs. 301, 606 (b), 2d Rev. Act. 1940; cc_.
10 (b), Excess Profits Tax Amendments 19I1;
eec. 202 (a), Rev. Act 19M1, c=. 103 (c),
120 (b , 121 (a) (C), =,. 223 (a), 2 (a).5,

(a), 127 (a) (c), 128, 134 (d), 153 (b),
162 (b), Rev. Act 19-2.1

[In computing net Income thera shall be
allowed as deductlon :]

(Z) AmoUnts Vpressenting taxes and inter-
est paid to cooperative apartment corpora-

on-(1) In gencral. In the ca=e of a
tenant-stoelholder (as defined n paragraph
(2)), amounts, not othcrwio dleuctiblo, paid
or accrued to a cooperative apartment cor-
poration within the taxnblo year, ift cch
amounts rcpresent that proportion of the
real estate taxes on" the apartment building
nd the land on which It is situatcd, allow-
able as deductions under subzsction (c), paid
or Incurred by the corporation, or of the In-
terest paid or Incurred by the corporation on
Its ndebtednes contracted In the acquis-
tion, construction, alteration, rehabilitation,
or maintenance of such apartment building
or in the acquisition of the land on *hich
the building Is located, which the stock of
the corporation owned by the tenant-stock-
holder Is of the total outstanding stock of
the corporation, including that held by the
corporation.

(2) Dcflnftions. For the purpoam of this
subsection-

(A) Cooperatire apartment corporation.
The term "cooperative apartment corpora-
ton" mdans a corporaton-

(1) having one and only one clac. of stock
outstanding.

(Ii) all of the stockholdera of which are
entitled, solely by reason of their ovnerchip
of stock n the corporation, to occupy for
dwelling purpozes apartments In a building
omcd or leased by such corporation, and no
are not entitled, either conditionally or un-
conditionally. except upon a complete or
partial liquidation of the corporation, to re-
ceive any distributlon not out of earnings
and profits of the corporation, and

(i11) 80 per centum or more of the gross
income of which for the taxable year in whIch
the taxes and Interest de-cribed in paragraph
(1) are paid or incurred Is derived from
tenant-stockho!ders.

(B) Tenant-stcclazo~der. T term "ten.
ant-stockholder" means an individual who
is a stockholder In a cooperative apartment
corporation, and whose stockl Is fully paild-up
in an amount not less than an amount rhown
-to the satisfaction of the Commisloner as
bearing a reasonable relationship to the por-
tion of the value of the corporation' equity
In the building and the land on which it i-
situated which Is attributable to the apart-
ment which such Individual I, entitled to
occupy.

§ 29.23 (z)-1 Amounts representing
taxes and interest paid to cooperative
apartment corporation. A tenant-
stockholder may deduct frObn his gross
income amounts paid or accrued within
his taxable year to a cooperative apart-
ment corporation representing certain

taxes or interest paid or incurred by
such corporation. Such amounts are
not allowable as a deduction unless they
represent the tenant-stockholder's pro-

-portionate share of the real estate taxes
on the apartment building and the land
on which It is situated, allowable as de-
ductions under section 23 (c), paid or
incurred by the cooperative apartment
corporation prior to the close of the tax-
able year of the tenant-stockholder, or
of the interest paid or incurred by the
corporation prior to such time on its
indebtedness contracted in the acquisi-
tion, construction, alteration, rehabilita-
tion, or maintenance of such a.partment
building or in the acquisition of the land
on which the building is situated.

The deduction allowable under sec-
tion 23 (z) shall not exceed the amounf
of the tenant-stoE holder's proportion-
ate share of the taxes and interest de-
scribed therein. In case a tenant-
stocLholder pays or incurs all or a part
of his proportionate share of such taxes
and Interest to the corporation, the
amount so paid or incurred representing
taxes and interest is allowable as a de-
duction if the requirements of section 23
(z) are otherwie satisfied. As used
in this section the tenant-stockholder's
proportionate share is that proportion
which the stcck of the cooperative
apartment corporation owned by the
tenant-stockholder is of the total out-
standing stock of the corporation, in-
cluding that held by the corporation.
If a tenant-stckholder pays or incurs
to the corporation an amount on account
of such taxes and interest and other
Items, such as maintenance, overhead
expenses, and curtailment of mortgage
Indebtedness, the amount representing
such taxes and interest is an amount
which bears the same ratio to the total
amount of the tenant-stockholder's pay-
ment or liability, as the case may be, as
the total amount of the tenant-stock-
holder's proportionate share of such
ta.:es and Interest bears to the total
amount of the tenant-stockholder's pro-
portionate share of the taxes, interest,
and other items on account of which
such payment is made or liability in-
curred. No deduction is allowable un-
der section 23 () for such part of
amounts representing the taxes or in-
terest described therein as is deductible
by a tenant-stockholder under any other
provision of the Internal Revenue Code.

In order to qualify as a "cooperative
apartment corporation" under section
23 (z), the corporation shall have only
one class of stock outstanding. Each
stockholder of the corporation shall be
entitled to occupy for dwelling purposes
an apartment in a building owned or
leased by such corporation. The stock-
holder is not required to occupy the

,apartment. The right as against the
corporation to occupy the apartment is
sufficient. Such right shall be conferred
on each stockholder solely by reason of
his ownership of stock in the corpora-
tion, that Is, the stock shall entitle the
owner thereof either to occupy the
apartment or to a lease of the apart-
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ment. The fact that the right to con-
tinue to occupy the apartment is de-
pendent upon the payment of charges
to the corporation in the nature of rent-
als or assessments is immaterial. None
of the stockholders of-the corporation
shall be entitled, either conditionally or
unconditionally, except upon a complete
or partial liquidation of the corporation,
to receive any distribution other than
out of earnings or profits of the corpora-
tion. It is a prerequisite to the allowance
of a deduction under-section 23 () that
at least 80 percent of the gross income
of the corporation for the taxable year
of the corporation-in which the taxes
and interest are paid or incurred is de-
rived from tenant-stockholders.

The term "tenant-stockholder" means
an individual who is a stockholder in a
cooperative apartment corporation as
defined in section 23 (z), and whose stock
Is fully paid up in an amount at least
equal to an amount shown to the sat-
isfaction of the Commissioner as bear-
ing a reasonable relationship to the por-
tion of the fair market value, as of the
date of the original issuance of the
stock, of the corporation's equity in the
building and the land on which it is
situated which is attributable to the
apartment which such individual is en-
titled to occupy.

The application of section 23 (z) may
be illustrated by the following examples:

Example (1). The X Corporation is, and
at all times since 1940 has been, a cooperative
apartment corporation within the meaning
of section 23 (z). In 1940 it purchla.ed a
site and constructed thereon a building with
10 apartments at a total cost of $200,000. The
fair market value of the land and building
was likewise $200,000 at the time of com-
pletion of the building. Each apartment is
of equal value. Upon completion of the
building, the X Corporation mortgaged the
land and building for $100,000, and sold its
total authorized capital stock, consisting of
1,000 shares of common stock, for $100,000.
The stock was purchased by 10 individuals,
who each paid $10,000 for 100 shares. Each
certificate for 100 shares provides that the
holder thereof is entitled to a lease of a par-
ticular apartment in the building for a
specified term of years. Each lease provides
that the lessee shall pay his proportionate
part of the corporation's expenses. In 1940
the original owner of 100 shares of the com-
mon stock of the X Corporation and of the
lease to apartment No. 1 made a gift of the
stock 2nd lease to A, an individual. The
taxable year of A and of the X Corporation
is the calendar year. The corporation com-
putes its net income on the accrual basis,
while A computes his net income on the cash
basis. In 1941 the X Corporation incurred
expenses aggregating $13,800, namely, $4,000
for the real estate taxes on the land and
building, $5,000 for the interest on the mort-
gage, $3,000 for the maintenance of the build-
Ing, and $1,800 for other expenses. In 1942,
A pays the X Coporation $1,380, representing
his proportionate part of the expenses in-
curred by the corporation. The entire gross
income of the X Corporation for 1941 was
derived from tenant-stockholders. A is en-
titled under section 23 (z) to a deduction
of $900 in computing his net income for
t942. The deduction is computed as follows:

Shares of stock of X Corporationowned by A - 100
Shares, of stock of X Corporation

owned by 9 other tenant-stock-
holders ----------------------- 900

Total shares of stock of X Cor-
poration outstanding ------ 1,000

Proportion of outstanding stock.of
X Corporation owned by A -------- 0

Expenses incurred by X Corporation:
Real estate taxes -------- $4,000
Interest ---------------- 5, 000
Maintenance ----------- 3,000
Other expenses --------- 1,800

$13, 800
Amount paid by A representing his

proportionate part of such ex-
penses (/1s of $13,800) --------- 1,380

A's proportionate share of real estate
taxes and interest based on his
stock ownership ('Ao of $9,000)___ 900

A's proportionate share of total cor-
porate expenses based on his stock
ownership ('Ao of $13,800) ------- 1,380

Amount of A's payment representing
real estate taxes and interest
(9onlsso of $1,380) ---------------- 900

A's allowable deduction ------------ 900
Since the stock which A acquired by gift

was fully paid up by his donor in an amount
equal to the portion of the fair market value,
as of the date of the original issuance of the
stock, of the corporation's equity in the land
and building which is attributable to apart-
ment No. 1, the requirement of section 23 (z)
in this regard is satisfied. The fair market
value at the time of the gift of the corpora-
tion's equity attributable to the apartment Is
immaterial.

Example (2). The facts are the same as in
example (1) except that the building con-
structed by the X Corporation contained, in
addition to the 10 apartments, business space
on. the ground floor, which the corporation
rented at $2,400 for the calendar year 1941;
the corporation deducted the $2,400 from its
expenses In determining the amount of the
expenses to be prorated among its tenant-
stockholders; the amount paid by A to the
corporation n 1942 is $1,140 instead of
$1,380; and more than 80 percent of the gross
income of the corporation for 1941 was de-
rived from tenant-stockholders. A is en-
titled under section 23 (z) to a deduction of
$743.48 in computing his net income for 1942.
The deduction is computed as follows:
Expenses incurred by X Corpora-

tion ------------------------ $13,800.00
Less rent from business space .... 2,400.00

Expenses to be prorated among
tenant-stockholders --------- 11,400.00

Amount paid by A representing
his propertionate part of such
expenses (1/10 of $11,400) --- 1,140.00

A's proportionate share of real es-
tate taxes and interest based
on his stock ownership (1/10
of $9,000) ------------------ 900.00

A's proportionate share of total
corporate expenses based on his
stock ownership (1/10 of. $13,-.
800) ------------------------ f,38O.00

Amount of A's payment repre-
senting real estate taxes and
interest (900/1380 of $1,140).. 743.48

A's allowable deduction ..--------- 43.48
-Since the portion 6f A's payment allocable

to real estate taxes and interest is only
$743.48, that amount instead of $900 is al.

lowable as a deduction in computing A's noe
income for 1942.

Example (3). The facts are the same as
in example (2) except that the amount paid
by A to the X Corporatioft iA 1042 is $1,000
instead of $1,140. A is entitled under section
23 (z) to a deduction of $652,17 in com-
puting his net income for 1942. The deduc-
tion Is computed as follows:
Total amount paid by A ------- $1, 000,00
A's proportionate share of real es-

tate taxes and interest based on
his stock ownership (1/10 of
$9,000) --------------------- 900,00

A's proportionate share of total
corporate expenses based on his
stock ownership (1/10 of $13,-
800) ------------------- 1,380.00

Amount of A's payment represent-
ing real estate taxes and intereqt
(900/1380 of $1,000) ----------- 062,17

A's allowable deduction ---------- 062.17

Since the portion of A's payment allocablo
to real estate taxes and interest is only
$652.17, that amount instead of $900 is allovw-
able as a deduction in computing A's not
income for 1942.

Smc. 24. ITrzs NOT DEDUCTm [as amended
by sees. 121 (b), 127 (b), 129, 130 (a), Rov,
Act 19421.
' (a) General rule. In computing not In-
come no deduction shall in any case be al-
lowed in respect of- #

(1) Personal, living, or family expenses,
except extraordinary medical expenses deduc-
tible under section 23 (x);

(2) Any amount paid out for new buildings
or for permanent improvements or better-
ments made to increase the value Of any
property or estate;

(3) Any amount expended in restoring
property or in making good the exhaustion
thereof for whicif'an allowance is or has been

* made;
(4) Premiums paid on any life Insurance

policy covering the life of any officer or em-
ployee, or of any person financially inter-
ested in any trade or business carried on by
the taxpayer, when the taxpayer is directly
or indirectly a beneficiary under such policy;

(5) Any amount otherwise allowable as a
deduction which is allocable to one or more
classes of income other than interest (wheth-
er or not any amount of income of that class
or classes is received or accrued) wholly ex-
empt from the taxes Imposed by this chapter,
or any amount otherwise allowable under sec-
tion 23 (a) (2) which is allocable to interest
(whether or not any amount of such interest
is received or accrued) wholly exempt from
the taxes imposed by this chapter,

(6) Any amount paid or accrued on in-
debtedness incurred or continued to purchaso
a single premium life insurance or endow-
ment contract. For the purposes of this
paragraph, if substantially all the premiums
on a life insurance or endowment contract
are paid within a period of four years from
the date on which such contract is purchased,
such contract shall be considered a single
premium life insurance or endowment con-
tract; or

(7) Amounts paid or accrued for such
taxes and carrying charges as, under regula-
tions prescribed by the Commissioner with
the appkoval of the Secretary, are chargablo
to capital account with respect to property,
if the taxpayer elects, in accordance with such
regulations, to treat such taxes or charges
as so chargeable.

(b) Losses from sales or exchanges of propi
orty--(1) Losses disallowed. In computing
net income no deduction shall in any case be
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allowed in respect of losses from sales or
exchanges of property, directly or indirectly-

(A) Between members of a fanly, as de-
fined in paragraph (2) (D);
. (B) Except in the case of distributions in
liquidation, between an individual and a cor-
poration more than 50 ier centum in value
of the outstanding stock of which is owned,
directly or indirectly, by or for such Indi-
vidual;

(C) Except in the case of distributions In
liquidation, between two corporations more
than 50 per centum in value of the outstand-
ing stock of each of which is owned, directly
or indirectly, by or for the same individual,
if either one of such corporations, with re-
spect to the taxable year of the corporation
preceding the date of the sale or exchange
was, under the law applicable to such tax-
able year, a personal holding company or a
foreign personal holding company;

(D) Between a grantor and a fiduclary of
any trust;

(E) Between the fiduciary of a trust and
the fiduciary of another trust, if the same
person Is a- grantor with respect to each
trust; or

(F) Between a fiduciary of a trust and a
beneficiary of such trust,
. (2) Stock ownership, -family, and partner-
slhip rule. For the purposes of determining,
in applying paragraph (1), the ownership of
-stock-

(A) Stock owned, directly or indirectly,
by or for a corporation, partnership, estate,
or trust, shall be considered as being owned
proportionately by or for its a reholders,
partners, or beneficiaries;

(B) An individual shall be considered as
owning the stock owned, directly or in-
directly, by or for his family;

(C) An individual owning (otherwise than
by the application of subparagraph (B)) any
stock in a corpoiation shall be considered as
owning the stock owned, directly or in-
directly, by'or for his partner;

(D) The family of an individual shall In-
clude dnly his brothers and sisters (whether
by the whole or half blood), spouse; an-
cestors, and lineal descendants; and

(M) Constructive Ownership as Actual
Ownership.-Stock constructively owned by
a person by reason of the application of sub-
paragraph (A) shall, for the purpose of ap-
plying subpamagrah (A), (B), or (C), be
treated as actually owned by such person, but
stock constructively owned by an individual
by reason of the application of subpara-
graph (B) or (C) shall not be treated as
owned by himi for the purpose of again ap-
plying either of such subparagraphs in order
to make another the constructive owner of
such stock.

(c) 'Unpaid expenses and interest. In com-
puting nqt income no deduction shall be
allowed under section 23 (a), reliting to ex-
penses incurred, or under section 23 (b) .re-
lating to interest accrued-

(1) If such expenses or interest are not
paid within the taxable year or, within two
and one half montha after the close thereof;
and

(2) If, by reason of the method of ac-
counting of the person to whom the pay-
ment is to be made, the amount thereof is
not, unless paid, includible in the gross in-
come of such person fo; the taxable year in
which or with which the taxable year of the
taxpayer ends; and
- (3) If, at the close of the taxable year of
the taxpayer or at any time within two and
one half months thereafter; both the tax-
payer and the person to whom the payment
Is to made are persons between whom losses
would be disallowed under section 24 (b).

(d) Holcers~of lie or terminable interest.
Amounts paid under the laws of any State,
Territory, District of Columbia, possession of
the United States, or foreign country as in-
come to the holder of a life or terminable
interest acquired by gift, bequest, or Inherit-

ance shall not be reduced or diminlrbed by
any deduction for chrinkago (by whatever
name called) in the value of such interezt
due to the lapz of time, nor by any deduc-
tion allowed by this chapter (ce pt the de-
ductions provided for In suhzctlons (1) and
(m) of section 23) for the purpo:o of com-
puting the net income of an estate or trust
but not allowed under the lav of such State,
Territory, District of Columbia, pbzezion of
the United States, or foreign country for the
purpose of computing the Income to wylch
such holder is entitled.

(e) Tax withheld on tax-Ircc corcnar9tt
bonds. For nondeductiblity of tax wlthheld
on tax-free covenant bonds, sEe rectlon 143
(a) (3).

§29.24-1 Personal and family ex-
penses. Insurance paid on a dwelling
owned and occupied by a taxpayer is a
personal expense and not deductible.
Premiums paid for life insurance by the
Insured are not deductible. In the case
of a professional man who rents a
property for residential purposes, but
incidentally receives clients, patients,
or callers there In connection with
his professional work (his place of
business being elsewhere), no part
of the rent is deductible as a busi-
ness expense. If, however, he uses part
of the house for his office, such portion
of the rent as Is properly attributable
to such office Is deductible. If the father

'is entitled to the services of his minor
children, any allowances which he gives
them, whether said to be in considera-
-tion of services or otherwise, are not al-
lowable deductions in his return of in-
come. Amounts paid as damages for
breach of promise to marry, attorneys'
fees and other costs of suit to recover
such damages, and attorneys' fees paid
in a suit for separation are not deductible
from gross income. Amounts paid as
alimony or allowance for support upon
divorce or separation are not deductible
except as provided in section 23 (u).
The cost of equipment of an Army ofcer
to the extent only that It is es-pecially
required by his profession and does not
merely take the place of articles required
in civilian life is, deductible. Accord-
ingly, the cost of a sword is an allowable
deduction, but the cost of a uniform Is
not. For deduction of extraordinary
medical expenses (including amounts
paid for accident or health insurance),
see section 23 (x) and § 29.23 (x)-L

§ 20.24-2 Capital expenditures.
Amounts paid for increasing the capital
value or for making good the deprecia-
tion (for which a deduction has been
made) of property are not deductible
from gross income. (See section 23 (D.)
Amounts expended for securing a copy-
light and plates, which remain the prop-
erty of the person making the payments,
are investments of capital. The cost of
defending or perfecting title to property
constitutes a part of the cost of the prop-
erty and is not a deductible expense.
The amount expended for architects'
services is part of the cost of the building.
Commissions paid in purchasing securi-
ties are a part of the cost price of such
securities. Commissions paid in selling
securities are an offset against the selling
price, except that in the case of dealers
in securities such commissions may be
treated as an ordinary and necessary

business expense. Expenses of the ad-
mnnstration of an estate, such as court
costs, attorneys' fees, and executors'
commiss ons, are chargeable against the
corpus of the estate nd are not allow-
able deductions. Amounts to be assessed
and paid under an agreement between
bondholders or shareholders of a cor-
poration, to be used n a reorganiza-
tion of the corporation, are Investments
of capital and -not deductible for any
purpose in returns of income. (See
§ 29.22 (a)-16.) An assessment paid
by a shareholder of a national bank on
account of his statutory liability is ordi-
narily not deductible buk, subject to the
provisions of the Internal Revenue Code,
may in certain cases represent a loss.
Expenses of the organization of a cor-
poration, such as incorporation fees,
attorneys' and accountants' charges, are
capital expenditures and not deductible
from gross income., A holding company
which guarantees dividends at a speci-
fled rate on the stock of a subsidiary cor-
poration for the purpose of securing new
capital for the subsidiary and increasing
the vdaue of its stock holdings in the sub-
sidiary may not deduct amounts paid in
carrying out this guaranty in computing
its net income, but such payments may
be added to the cost of its stock in the
subsidiary.

§ 21243 Premiums on business in-
suranec. Premiums paid by a taxpayer
on an insurance policy on the life of an
bMcer, employee, or other individual
financially interested in the taxpayer's
business, for the purpose of protecting
the taxpayer from loss inthe event of the
death of the officer or employee insured
are not deductible from the taxpayeres
gross income. If, however, the taxpayer
is not a benWliary under such a policy,
the premiums so paid will not be disal-
lowed as deductions merely because the
taxpayer may derive a benefit from the
Increased efficiency of the officer or em-
ployee insured. (See §§ 29.22 (W)-3 and
29.23 (a)-6 to 29.23 (a)-9, inclusive.)
In either case the proceeds of such pol-
cle paid by reason of the death of the.
insured may be excluded from gross in-
come whether the beneficiary is an indi-
vidual or a corporation, except in the
case of certain transferees as provided in
§ 29.22 (b) (2)-3 and in the case of a
spouse to whom such proceeds are in-
come under section 22 (k). (See gen-
erally section 22 (b) (1) and (2) and
§§ 29.22 (b) (1)-1 and 29.22 (b) (2)-3.)

§ 29.24-4 Amounts allocable 'to ex-
empt income, other than interest-(a)
Class of oeanmlit income. As used in this
section, the term "cla of exempt in-
come" means any class of income, includ-
ilg interest 'only to the extent that
amounts otherwise allowable under sec-
tion 23 (a) .(2) are allocable thereto
(whether or not any amount of income
of that class or classes is received or ac-
crued), wholly *exempt from the taxes
Imposed by chapter L Included are any
Item or class of income, includin inter-
est only to the extent that amounts oth-
erwise allowable under section 23 (a) (2)
are allocable thereto, constitutionallyez-
empt from the taxes imposed by chapter
1; any item or class, as above defined,
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excluded from gross income under any
provision of section 22 or section 116;
and any item or class of income, as above
defined, exempt under the provisions of
any other law from the taxes imposed by
chapter 1. The term "taxable income"
as used in this section means income
which is required to be included in gross
Income; and the term "exempt income"
means income which is not required to
be included in gross income.

The object of section 24 (a) (5) is to
segregate the exempt income from the
taxable income, in order that a double
exemption may not be obtained through
the reduction of taxable income by ex-
penses and other items incurred in the
production of items of income wholly ex-
empt from tax. Accordingly, just as ex-
empt items of income are excluded from
the computation of gross income ulnder
section 22, so section 24 (a) (5) excludes
from the computation of deductions un-
der section 23 all items referable to the
production of exempt income, as above
defined.

(b) Determination of amounts allo-
cable to a class o1 exempt income. No de-
duction may be allowed for the amount
of any item or part thereof allocable to a
class or classes of exempt income. For
example, expenses paid or incurred for
the production or collection of income
which is wholly exempt from income-
'taxes, such as interest or dividends of a
type not includible in gross~income, are
not deductible expenses. Items, or parts
of such sums, directly attributable to any
class or classes of exempt income, shall be
allocated thereto; and items, or parts of
such items, directly attributable to any
class or classes of taxable income, shall
be allocated thereto.

If an item is indirectly attributable
both to taxable income and exempt in-
come, a reasonable proportion thereof,
determined in the light of all the facts
and circumstances in each case, shall be
allocated to each. Apportionments must
In all cases be reasonable.

(c) Statement of items o1 exempt in-
come, records. A taxpayer receiving any
class of exempt income or holding any
'property or engaging In any activity the
Income from which is exempt shall sub-
mit with his return as a part thereof an
Itemized statement, in detail, showing
(1) the amount of each class of exempt
income, and (2) the amount of items,
or parts of items, allocated to each such
class (the amount allocated by appor-
tionment being shown separately) as re-
quired by paragraph (b) of this section.
If an item is apportioned between a class
of exempt income and a class of taxable
Income, the statement shall show the
basis of the apportionment, Such state-
ment shall also recite that each deduc-
tion claimed in the return is not In any
way referable to exempt income. The
taxpayer shall keep such records as will
enable him to make the allocations re-
quired by this section (see section 54).

§ 29.24-5 Taxes and carrying charges
chargeable to capital account and treated
as capital items-(a) General. In ac-
cordance with section 24 (a) (7), items
enumerated in paragraph (b) of this
section may be capitalized at the election
of the taxpayer, Thus, taxes and carry-

Ing charges with respect to property, of
the type described in this section, are
chargeable to capital acount at the elec-
tion of the taxpayer notwithstanding
that they are expressly deductible under
section 23. No deduction is permitted
for any items so treated.

(b) Taxes and carrying charges. 'The
following .items may upon the election
of the taxpayer, In the manner provided
in paragraph (c) of this section, be
treated as chargeable to capital account

o(either as a component of original cost
or oth~r basis, for the purposes of sec-
tion 113 (a), or as an adjustment to basis,
for the purposes of section 113 (b) (1)
(A)), notwithstanding that they'are ex-
pressly deductible under section 23:

(1) In the case of unimproved, and
unproductive real property, annual
taxes, interest on a mortgage, and other
carrying charges; 1

(2) In the case of real property,
whether improved or unimproved and
whether productive or unproductive, ex-
penditures (otherwise deductible) paid
or incurred in the development thereof
or in the constrtctioi of an improvement
or additional improvement thereon, up
to the time the development or construc-
tion work has been completed, such as in-
terest on a loan made or continued to
furnish funds'for this purpose (but not
Including theoretical interest of a tax-
payer using his own funds), taxes of the
owner of the property measured by com-
pensation paid to his employees and taxes
of such owner imposed on the purchase
of materials for such work or on the stor-
'age, use, or other consumption in the
State of materials for such work which
are purchased for storage, use, or-other
consumption in that State, and other
necessary expenditures paid or incurred
in connection therewith up to the time
the development or construction work
has been completed. The development
or construction work with respect to
which such Items are incurred may re-
late to unimproved and unproductive real
estate whether the construction work
will make the property productive of tax-
able income (as in the case of a factory)
or not (as in the case of a personal resi-
dence), or may relate to property already
improved or productive (as in the case
of a plant addition or improvement, such
as the construction of another floor on a
factory or the installation of insulation
therein);

(3) In the case of personal property,
taxes of an employer measured by com-
pensation for services rendered in trans-
porting machinery or other fixed assets
to his plant or in installing them therein,
interest on a loan to purchase such prop-
erty or to pay for transporting or in-
stalllhg the same, and taxes of the owner
thereof imposed on the purchase of such
property or on the storage, use, or other
consumption of such property in the
State which is purchased for storage, use,
or other consumption in that State, paid
or Incurred up to the date of installation
or the date when such property is first
put into use by the taxpayer, whichever
date is later.

(4) Any other taxes and carrying
charges with respect to property, other-
wise deductible, Which in the opinion of

the Commissioner are, under sound ac-
counting principles, chargeable to capital
account.

If for any taxable year ther6 are two or
more items, such as social security taxes,
tise taxes, or any other type of Items
above described, relating to the same
project to which the election is appli-
cable, the taxpayer may elect to capital.
ize any one or more of such items even
though he does not elect to capitalize the
remaining items or to capitalize items of
the same type relating to other projects.
However, if several items of the same
type are incurred with respect to a single
project the election to capitalize must, if
exercised, be exercised as to all of items
of that type.

Once, however, such an election is
made under subparagraph (21, (3), or
(4), above, to capitalize a given charge
incurred with respect to a particular
project, charges of the same type in-
curred with respect to the particular
project in subsequent years, whether
they be social security taxes, use taxes,
sales taxes, or any other item enumer-
ated In any of these paragraphs, must
also be capitalized for the entire period
to which the election so to treat items
of that type is applicable. The term
"project" for thispurpose in the case of
items included in subparagraph (2)
means the particular development or
construction work with respect to which
the charge as to which the election was
exercised was incurred, and in the case
Qf items included in subparagraph (3)
this term means the act of transporting,
installing, or putting into use of the
machinery or other fixed assets, An
election under subparagraph (1, how-
ever, may be exercised for a given year
without regard to the manner in which
the same type of item with respect to the
same property was treated by the tax-
payer for a prior year.

Example (1). A in 1942 and 1943 pays
annual taxes and interest on a mortgage on
a piece of vacant and unproductive property.
T'hroughout 1943 he operates the property
as a parking lot. A may capitalize the taxes
and mortgage interest paid In 1942 but not
the taxes and mortgage interest paid in 1943.

Example (2). X began in February, 1042,
the erection of a building for himself. X in
1942 paid $6,000 social security taxes in con.
hection with the erection of the building,
which in his 1942 return he elected to capi-
talize. X must continue to capitalize the
social security taxes paid in connection with
the erectIoU of this building until its com-
pletion in 1944.

Example (3). Assume the facts in ex-
ample (2) except that In November, 1942, X
also begins to build a hotel which will
be completed In 1945. In 1042 X pays
$3,000 social security taxes in connection
with the erection of the hotel, X Is not
bound by the election to capitalize exercised
in connection with the social security taxes
paid in erecting the building started in Feb-
ruary, 1942, but may deduct the $3,000 social
security taxes.

Example (4). X in 1942 began the erec-
tion of a building for himself, which would
take three years to complete. X In 1042 paid
$4,000 social security taxes and $8,000 In-
terest on a building loan-in connection with
'this building. X may elect to capitalize the
social security taxes although he deducts the
interest charges.Example (5). A purchases machinery in
1943 for use In his factory. He pays social
security taxes on the labor for transportation
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and installation, as well as interest on a loan
to obtain funds to pay for the machinery and
for insallation costs. A may capitalize the
social security taxes and- the interest up to
the date of Installation or until the ma-
chinery Is first put Into use by him, whichever
is later.

The sole effect of section-24 (a) (7) is
to permit such items to be properly
charged to capital accoiuRt notwithstand-
ing that a deduction is expressly pro-
vided therefor in section 23. Any item
not charged to capital account which is
otherwise deductible under section 23 is
still deductible. An item may not be
charged to capital account under this
section where such treatment would be
disallowed whether or not a deduction
were expressly provided therefor in sec-
tion -23 (such, for example, as mainte-
nance expenses and the cost of repairs
and upkeep of a personal residence).
This section does not have the effect of
disallowing an item to be treated as a
capital item which would otherwise be
allowed to be so treated nor does it have
the effect of making deductible an item
which is not so under section 23 (such,
for example, as salaries or other com-
pensation paid or incurred for services
rendered in the construction of prop-
erty.)
- In the -absence of provision in this
section for treating a given item as a
capital item, this section has no effect
on the treatment otherwise accorded
such item. Thus, items which are other-
wise deductible are deductible notwith-
standing the provisions of this section,
and items which are otherwise treated as
capital items are to be so treated. Nor-
is the absence of a provision in this sec-
tion to be construed as withdrawing or
modifying, the right now given to the
taxpayer under some other provision of
chapter 1 of the Code or of the regula-
tions promulgated thereunder to elect to
capitalize or to deduct a given .item.
(See § 29.23 (m)-16, making intangible
drilling and development costs charge-
able to capital or to expenses at the tax-
payer's optioh and § 29.23 (c)-2, making
certain Federal duties and excise" taxes
deductible unless the taxpayer has added
them to the expenses of the business or
the-cost of the articles of merchandise.)

(c) Manner of exercising election. If
the taxpayer elects to capitalize an item
or items under this sectioh, such elec-
tion shall be exercised by filing with the
original return a statement for that year
indicating the item or items (whether
with respect to the same project or to
different projects) which the taxpayer
elects to treat as chargeable to capital
account (either as a component of origi-
nal cost or other basis, for the purposes
of section 113 (a), or as an adjustment
to basis, for the purposes of section 113
(b) (1) (A)).

(d) Ailocation. If any tax or carrying
charge with respect to property is in part
a type of item described in paragraph
(b) of this section andin part a type of
item or items with respect to which no
option to treat as a capital item or as an
allowable deduction is given, a reason-
able proportion of such tax or carrying
charge, determined in the light of all
the facts and circumstances in each case,

shall be allocated to each item. Appor-
tionment must in all cases be reasonable.

Example. A. the owner of a factory on
%vhic a new addition Is under construction,
in 1942 pays its general manager. B, a salary
of e4,000 and social security taxc3 of $90
measured thereby. B spends nine tenths of
his time in the general busne s of the firm.
and the remaining tenth n supervising the
construction work. A treats as exp=ne V,-
600 of B's salary and charges the rematning
8400 to capital account. A may aLo cap-
1talize $9 of the $90 soclal security taxes.

§ 29,24-6 Losses from sales or ex-
changes between certain classes of
persons-(a) Individuals (including fl-
ductaries). In the case of sales or ex-
changes of property, directly or indi-
rectly, between individuals (including
fiduciaries)' section 24 (b) (1) provides
that no deduction shall be allowed with
respect to losses arising therefrom in the
following cases: (1) between members
of a family as defined in section 24 (b)
(2) (D) ; (2) between fiduciaries of trusts
having a common grantor; (3) between
a grantor and a fiduciary of the same
trust; or (4) between a fiduciary of a
trust and a beneficiary of such trust

Cb) Corporations (including share-
holders). In the case of sales or ex-
changes of property (except In the case
of distributions in liquidation) where a
corporation not acting in a fiduciary ca-
pacity is a party to the transaction, sec-

*tion 24 (b) (1) also provides that under
certain circumstances no deduction shall
be allowed with respect to losses arising

-from such sales or exchanges, directly
or indirectly, between a corporation and
an individual shareholder (see section
24 (b) (1) (B) or between two corpora-
tions (see section 24 (b) (1) (C)). Un-
der section 24 (b) (1) (B) It is necessary
that there be owned, directly or Indirect-
ly, by or for the individual a-party to the
transaction, more than 50 percent in
value of the stock of the other party to
the transaction on the date of the sale
or exchange. Under section 24 (b) (1)
(C), however, as provided therein, not
only must more than 50 percent in value
of the outstanding stock of each of such
corporations be owned, directly or in-
directly, on the date of the sale or ex-
change by or for the same individual, but
one of the'corporations must be either a
personal holding company as defined in
section 501, or a foreign personal hold-
Ing company as defined in section 331,
for the taxable year preceding the date
of the sale or exchange. It is not neces-
sary that either of the corporations be
a personal holding company or a foreign
personal holding company on the date
of the sale or exchange.

(c) Stock ownership rule. For the
purpose of paragraph (b) of this section,
the ownership of stock shall be de-

- termined in accordance with the rules
provldesLln section 24 (b) (2). In order
that an individual shall be considered
under section 24 (b) (2) (C) as con-
structively'owning the stock of a cor-
poration owned, directly or indirectly, by
or for his partner, such individual must
himself own, directly or indirectly, stock
of such corporation. On the other hand,
under section 24 (b) (2) (B) an individ-
ual need not own any stock of a corpora-

tion, either directly or indirectlyin order
to be considered as constructively own-
ing the stock of such corporation which
Is owned, directly or indirectly, by or for
any member of his famiy.
(d) Ilustrations of the application of

section 24 (b). The application of sec-
tion 24 (b) may be Illustrated by the fol-
lowing examples:

Example (1). On July 1, 1942, the LI Car-
poration owned all of the stock. of the 0 Cor-
poration which for the calendar year 1941
wvas a personal holding company under sec-
tion 501. On that day all of the outstandin-g
stock of the L Corporation was owned by A.
By the appUcation of the rule provided in
ectlon 24. (b) (2) (A), the stock in the 0

Corporation owned by the M Corporation is
considered to be owned constructively by A,
the cole stockholder of the LI Corporation.
Such constructive ownership of the stock of
the 0 Corporation by A Is considered as
actual ownership for the purpeie of applying
the family rule provided n tection 2- (b) (2)
(B) to make a member of A's family, as, for
example, his wife AW, the constructive owner
of the stock of the 0 Corporation. But the
constructive ownership of the 0 Corporation
stock by AW may not be considered as a-tual
ownership by AW for the purpose of aain
applying the family rule so as to make a
member of AW's famlly, for example, her
lather, AWIP, In turn constructive owner of
such stocI. Theze rules apply in the same
manner and with the same effect in deter-
mining the ownership of stock in the M Cor-
poration.

Accordingly. ammng that A, AW, AV7P,
the LI Corporation and the 0 Corporation
make their income returns on the basis of a
calendar year and that there was no dIstribu-
tion In complete or partial liquidation of the
LI or 0 Corporation, no dedurtion is allow-
able under section 24 (b) (1) with respect-
to Io from rales or exchanges of property

ade on July 1, 1942, b-tween any of such
Individuals or corporations, except as between
A and AVI and betweeiL AVW and the LI or
O Corporation.

Example (2). On June 15, 1942, all of the
stock of the N Corporation was owned in
equal proportions by A and A's partner, AP.
Except in the case of distributIons in com-
plete or partial liquidation by the X Corpo-
ration, no deduction Is allowable with re-
sipect to losse from sales or exchanges of
property made on June 15, 1942, between A
and the If Corporation or AP and the H Cor-
poration inamuch as. by the application of

aection 2-1 (b) (2) (C), each partner is con-
sidered as having owned the stock owned
by the other and, therefore, is considered as
having owned more than 50 percept in value
of the outstanding stock of the N Corpo-a-
ton. Deductions for losses from sales or ex-
changes bstween A's brother, AB, and the N
Corporation, or between AP and A. or AP and
AB are not prohibited by section 24 (b).

§ 29.24-7 Disallowance of deductions
for unpaid expenses and interest. The
application of section 24 (c) may be
illustrated by the following example:

Example. A Is the holder and own-- of an
intermnt-bearing note executed by the LI Cor-
poration all of the stock of which Is owned
by him. A and the M Corporation make
their income return on the basis of a calen-
dar year but the LI Corporation makes its
returns an the accrual basis and A maake3
his returns on the cach recelipts and disburse-
ments b-.t. The LI Corporation does not
pay any Interest on such note during the
calendar year 1942 or within two and one-
half months after the close thereof, but
claims a dcduction for the year 1942 with
re-pect to the nterest accruing an the note
n that year. A, being on the cash receipts
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and disbursements basis, does not include
such ifiterest in his return for the year 1942.
By the application of section 24 (c), no de-
duction for such interest is allowable in com-
puting the net income of the M Corporation
for the year 1942. The provisions of such
section 24 (c) do not otherwise affect the
general rules governing the allowance of de-
ductions under the accrual basis. Hence,
in the event the M Corporation should pay
such interest after March 15, 1943, no deduc-
tion therefor would be allowable in comput-
ing its net income for the year in which the
payment' was made.

§ 29.24-8 Life or terminable interests.
Amounts paid to the holder of a life or
terminable interest acquired by gift, be-
quest, or inheritance shall not be subject
to any deduction for shrinkage (whether
called depreciation or any other name)
In the value of such interest due to the
lapse of time. In other words, the holder
of such an interest so acquired may not
set up the value of the expected future
payments as corpus or principal and
claim deductions for shrinkage or ex-
haustion thereof due to the passage of
time. (See section 113 (a) (5).)

No deductions shall be allowed in the
case of a life or terminable interest ac-
quired by gift, bequest, or inheritance, if
the estate or trust is entitled to a deduc-
tion under chapter 1 but there is no re-
duction of the income of the life or
terminable interest. For example, an
estate or a trust in a certain State sells
securities at a loss; if, under the laws of
that State, the beneficiary suffers no
actual loss, then even though the estate
or trust is permitted to deduct such loss
in making its return, the beneficiary
whose income has not been diminished
thereby is not entitled to a deduction on
account of such loss, but must include
in his return the full amount distributed
or distributable. (See section 162.)
However, in the case of property held
by one person for life with remainder to
another person and in the case of prop-
erty held in trust, see section 23 (1) as to
depreciation and section 23 (m) as to
depletion.

§ 29.24-9 Single Premium life insur-
ance or endowment contracts. Amounts
paid or accrued on indebtedness incurred
or continued, directly or indirectly, to
purchase a single premium life insurance
or endowment contract are not deduct-
ible under section 23 (b) or any other
provision of chapter 1. This prohibition
applies even though the insurance is not
on the life of the taxpayer. A contract
shall be considered a single premium life
insurance or endowment contract, 'for
the purposes of this section, if substan-
tially all the premiums on such contracts
are paid within a period of four years
from the date on which the contract was'
purchased.

SEc. 25. Csxrrs oF NDiIvmuAL AGAiNsT NE
zscoAcs [as amended by sec. 6 (a), Rev. Act
1940; secs. 111 (a), 113, Rev. Act 1941; secs.
112 (b), 120 (e), 126 (i), 131 (a) (b), Rev.
Act 1942].

(a) Credifs for normal tax only. There
shall be allowed for the purpose of the nor-
mal tax, but not for the surtax, the following
credits against the net income:

(1) Interest on United States obligations.
The amount received as interest upon obli-
gations of the United States, if such interest
is Included in gross income under section 22,

and if, under the Act authorizing the issue
of such obligations, as amended and supple-
mented, such interest is exempt from normal
tax.

(2) Interest on obligations of instrumen-
talities of the United States. The amount re-
ceived as interest on obligations of a cor-
poration organized under Act of Congress, if
(A) such corporation is an instrumentality
of the United States; and (B) such interest
is included in gross income under section 22;
and (C) under the Act authorizing the issue
thereof, as amended and supplemented, such
interest is exempt from normal tax. (For
reduction of credit under paragraph (1) or
(2) on account or amortizable bond premium,
see section 125).

(3) Earned income credit. 10 per centum
of the amount of the earned net income, but
not in excess of 10 per centum of the amount
of the net income.

(4) Earned income definitions. For the
purposes of this section-

(A) "Earned, income" means wages, sal-
aries, professional fees, and other amounts
received as compensation for personal services
actually rendered, but does not include any
amount not included in gross income, nor
that part of the compensation derived by the
taxpayer for personal services rendered by
him to a corporation which represents a
distribution of earnings or profits rather
than a reasonable allowance as compensation
for the personal services actually rendered.
In the cast of a taxpayer engaged in a trade
or business inowhich both personal services
and capital are material income producing
factors, a reasonable allowance as compen-
sation for the personal services actually ren-
dered by the taxpayer, not in excess of 20 per
centum of his share of the net profits of such
trade or business, shall be considered as
earned income.

(B) "Earned income deductions" means
such deductions as are allowed by section 23
for the purpose of computing net income, and
are properly allocable to or chargeable against
earned income.

(C) "Earned net income" means the excess
of the amount of the earned income over the
sum of the earned income deductions. If the
taxpayer's net income is not more than $3,000,
his intire net Income shall be considered to
be earned net Income, and if his net income Is
more than $3,000, his earned net income shall
not be considered to be less than $3,000. In
no case shall the earned net income be con-
sidered to be more than $14,000.

(b) Credits for both normal tax and sur-
tax. There shall be allowed for the purposes
of the normal tax and the surtax the follow-
Ing credits against net income:

(1) Personal exemption. In the case of a
single person or a married person not living
with husband or wife, a personal exemption
of $500; or in the case of the head of a fam-
ily or a married person living with husband
or wife, a personal exemption of $1,200. A
husband and wife -living together shall re-
ceive but one personal exemption. The
amount of such personal exemption shall be
$1,200. If such husband and wife make sep-
arate returns, the personal exemption may be
taken by either or divided between them.

(2) Credit for dependents--(A) Allowance
in general. $350 for each person (other than
husband or wife) dependent upon and receiv-
ing his chief support from the taxpayer if such
dependent person is under eighteen years of
age or is incapable of self-support because
mentally or physically defective. A payment
to a Wife which Is includible under section 22
(k) or section 171 in the gross income of such
wife shall not be consideied a payment by her
husband for the support of any dependent.

(B) Exception for certain heads of families.
If the taxpayer would not occupy the status
of head of a family except by reason of there
being one or more dependents for whom he
would be entitled to credit under subpara-
graph (A), the credit under such subpara-

graph shall be disallowed with respect to one
of such dependents.

(3) Change of status. If the status of the
taxpayer, insofar as it affects the *personal
exemption or credit for dependents, changes
during the taxable year, the personal exomp-
tion and credit shall be apportioned, under
rules and regulations prescribed by the Con-
missioner with the approval of the Secretary
in accordance with the number of months be-
fore and after such change. For the purpose
of such apporti6nment a fractional part of a
month shall be disregarded unless it amounts
to more than half a month In which case it
shall be considered as a month.

§ 29.25-1 Credits o individual against
net income. For the purpose of comput-
ng the normal tax the taxpayer's net

income as determined pursuant to sec-
tions 21 to 24, inclusive, Is first reduced
by the sum of the allowable credits.
These include interest exempt from nor-
mal tax only (and hence Included In
gross income) received upon (1) obliga-
tions of the United States and (2) obli-
gations of corporations organized under
Act of Congress which are Instrumen-
talities of the United States; an earned
income credit; a personal exemption;
and a credit for dependents. (See sec-
tion 22 (b) (4).) For the purpose of
computing the surtax the taxpayer's net
income is entitled to none of these
credits, except the credit for personal
exemption and credit for dependents.'

§ 29.25-2 Earned i n c o m c credit.
Under section 25 (a) (3) the earned in-
come credit allowable for the purpose of
computing the normal tax is 10 percent
of the amount of the earned net income,
but not in excess of 10 percent of the
amount of the entire net income.

The entire amount received as profes-
sional fees may, be treated as earned in-
come if the taxpayer is engaged in a pro-
fessional occupation, such as a doctor or
a lawyer, even though he employs assist-
ants to perform part or all of the serv-
ices, provided the clients or patients are
those of the taxpayer and look to the
taxpayer as the person responsible for
the services performed. In the case of a
husband and -wife domiciled In a so-
called community property State and
rendering separate income tax returns
on the community Income basis, one-half
of the income derived from personal
services rendered by one spouse may be
treated as earned Income In the separate
return of the other spouse.

In the case of a taxpayer engaged In
a trade or business In which both per-
sonal services and capital are material
income-producing factors, a reasonable
allowance as compensation for the per-
sonal services actually rendered by the
taxpayer shall be considered earned In-
come, but the total amount which shall
be treated as the earned income of the
taxpayer from such a trade or business
shall, in no case, exceed 20 percent of
his share of the net profits of such trade
or business. No general rule can be pre-
scribed defining the trades or businesses
in which personal services and capital
are material income-producing factors,
but this question must be determined
with respect to the facts of the Individual
cases.

The provisions of sections 25 (a) (3)
and 25 (a) (4) may be illustrated gen-
erally by the following examples:
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Example (1). An individual receive
come from interest on bonds during th
endar year 19424 amounting to $6.000.
allowable deductions under section 2
that year amounted to $2,000. He is en
to an earned Income credit of $300, cor
as follota:

Gross income .............-.
Allowable deductions---.........

Entire net incoma ..........
Earned net income allowable under

section 25 (a) (4) (C) ...
Earned Income credit allowance (10

percent of V,000)

Ezample (2). An-Individual received
ary of $20,000 as a traveling salesman fi
calendar year 1902. His allowable dedu
under section 23 for that year amounl
$12.,000, of which $2,000 was for travelh
penses In the course of his busnes
$10,000 was for a loss of his home frot
His net income is $20,000 minus $12,0
8,.000. He is entitled to ari earned 13
credit of $80O, computed as follows:

Earned Income --------. V.
Earned income deductions ------

Earned net income before apply-
ing limitation In section 25(a) (4)(c

Earned net income as limited, to
maximum amount prescribed by

- section 25 (a) (4) (C)
Earned income credit before applying

limitation in section 25 (a) (3)
(10 percent of $14,000).-..-----

Earned income credit allowable as
limited by section 25 (a), (3) (10
percent of $8,000, net income) -----
Examje (3). During the calendar

1942 an Individual was engaged in a bu
In which both personal services and c
were income-producing factors. A r,
able allowance as compensation for th
sonal services actually rendered by th
payer In the conduct of the business fo
year was $10,000. The net profits c
business were $35,000, which constitut
net income for the year. He Is entit
an earned Inkcome credit of $700, compu
follows:
Earned income before'applying limi-

tation in section 25 (a) (4) (A) _
Earned income as limited by section

25 (a) (4) (A) (20 percent of
$35,000).-

Earned income credit allowable (10
percent of $7,000) ..............

In the case of ahusband and wife
Ing a joint retun, there is but one e
income credit, computed upon the
bined income of the spouses, ani
mamrnum and minimum limitation
scribed with respect to such credit
be based upon the combined incol
if the joint return were the retu
one individual.

§ 29.25-3 Amount of Personal ea
tion allowable. A single person or a
tied person not living with husba:
wife is entitled to a personal exem
of $500. and the head of a family
married person living with husbal
wife is entitled to a personal exem
of $1,200. A husband and wife
together have but one personal em
tion, which is $1,200. If they make
rate returns, each may claim onc
of the personal exemption, or suc
emption may, in accordance wit
agreement entered into by them, be
by either-or divided between them I
proportion. With regard to retur.

No. 218-10

d in- husband and wife under Supplement T,
e cal- see section 404.

lHMs
3 for § 29.25-4 Personal exemption of head
titled of family. A head of a family is an
puted Individual who actually supports and

maintains in one household one or more
s, oo individuals who are closely connected
2,000 with him by blood relationship, relation-
- ship by marriage, or by adoption, and

40 whose right to exercise family control
8,000 and provide for these dependent individ-

uals is based upon some moral or legal
Bo obligation. In the case of spouses who

are divorced or legally separated under
a sal- a decree of divorce or of separate main-
Dr the
ctlons tenance, periodic payments (in the na-
ted to ture of, or in lieu of, alimony or an
2g ex- allowance for-support) received by one-

and spouse which she is required under sec-
a fire. tion 22 (k) or section 171 (a) to include
00, or In her gross income and which she uses
=come for support of dependents are consid-

ered payments by her for such supporb
!o, co and not payments by the other spouse
2,000 for support of any person. In the ab-

- sence of continuous actual residence to-
gether, whether or not a person with

L8, 000 dependent relatives is a head of a family
within the meaning of the Internal Rev-
enue Code must depend on the character

14, 0o of the separation. If a father is absent
on business, or a child or other depend-
ent is away at school or on a visit, the

1,400 common home being still maintained, the
additional exemption applies. If, more-

co over, through force of circumstances a
parent is obliged to maintain his de-

year pendent children with relatives or In a
i pial boarding house while he lives elsewhere,

Bason- the additional exemption may still ap-
e per- ply. If, however, without necessity the
e .tax- dependent continuously makes his home
r that elsewhere, his benefactor is not the head
f the of a family, Irrespective of the question
ed his of support. A resident alien with chll-
led to dren abroad is not thereby entitled to
ted as credit as the head of a family. As to

the amount of the exemption, see

10,000 129.25-3.
§ 29.25 Personal exemption of mar-

ried person. In the case of a married
7. oo man or married woman the Joint exemp-

tion replaces the individual exemption
700 only if the man lives with his wife or

mak- the woman lives with her husband. In
imed the absence of continuous actual resi-
coin- dence together, whether or not a man
I the or woman has a wife or husband living
s pre- with him or her within the meaning of
shall the Internal Revenue Code must depend
ne as on the character of the separation. If
rn of merely occasionally and temporarily a

wife is away on a visit or a husband is
away on business, the Joint home being:emp- maintained, the additional exemption

maR - applies. The unavoidable absence of a
ad or wife or husband at a sanatorium or asy-
.ption lum on account of illness does not pre-
, or a lude claiming the exemption. If, how-
ad or ever, the husband voluntarily and con-
.ption tinuously makes his home at one place
Living and the wife hers at another, they are
:emp- not living together within the meaning
sepa- of the Code, Irrespective of their personal
i-half reations. A resident allen with a wife
1i ex- residing abroad Is not entitled to the
taken joint exemption.

a any § 29.25-6 . Credit for dependents. A
as by' taxpayer, other than a nonresident alien

who is not a resident of Canada or Mex-
Ico (see section 214), receives a credit of
$350 for each person (other than hus-
band or wife), whether related to him
or not and whether living with him or
not, dependent upon and receiving his
chief support from the taxpayer, pro-
vided the dependent is either (a) under
18, or (b) incapable of self-support be-
cause defective. For credit for depend-
ents in computing tax under Supplement
T, see sections 400 and 401.

The credit is based upon actual finan-
cial dependency and not mere legal de-
pendency. It may accrue to a taxpayer
who is not the head of a family. But
a father whose children receive half or
more of their support from a trust fund
or other separate source is not entitled
to the credit. In the case of spouses
who are divorced or legally separated
under a decree of divorce or of separate
maintenance, Payments (in the nature
of, or In lieu of, alimony or an allowance
for support) received by one spouse
which she is required under section 22
(i) or section 171 (a) to include in her
gross income and which she uses for
support of dependents are considered
payments by her for such support and
not payments by the other spouse for
support of any person.

If a taxpayer occupies the status of
the head of a family solely by reason of
the existence of one or more dependents
for whom he would be entitled to credit
under section 25 (b) (2) (A) were it not
for section 25 (b) (2) (B), the credit in
respect of one of such dependents is dii-
allowed. For example, a widower who
occupies the status of the head of a
family solely by reason of the fact that
he is maintaining a home for two de-
pendent children under 18 years of age
Is tntitled to the credit of $350 allowed-
for one such dependent, and the credit
for the other dependent is disallowed.
If, however, in addition to the two de-
pendent children under 18 years of age,
the widower also supports and maintains
In the home a child who is over 18 years
of age and who is not mentally or phys-
Ically defective, he is entitled to a credit
of $350 for each of the two children un-
der 18 years of age, since his support and
maintenance of the child over 18 years
of hge is in itself sufficient to give him
the status of head of a family, and there-
fore he does not occupy such status solely
by reason of the existence of dependent
children under 18 years of age.

§ 29.25-7 Personal exemption and
credit for dependents where status
changes. If the status of the taxpayer
changes during the taxable year, the
personal exemption allowed by section
25 (b) (1) to a single person, a married
person not living with husband or wife,
a head of a family, or a married person
living with husband or wife, and the
credit for dependents allowed by section
25 (b) (2) will be apportioned according
to the number of months during which
the taxpayer occupied each status. A
taxpayer not having the status of a
head of a family or the status of a mar-
ried person living with husband or wife
shall be considered as having the status
of a single person. For the purpose of
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the apportionment of the personal ex-
emption and credit for dependents a
fractional part of a month shall be dis-
regarded unless it amounts to mlore than
half a month, in which case it shall be
considered as a month. In general, the
personal exemption and credit for de-
pendents allowable to any taxpayer will
be the sum of the amounts apportioned
to the several periods of the taxable year
during which each status was occupied.

The return for the period in which
falls the date of the death of a taxpayer
is a return only for the period during
which the taxpayer was alive. The per-
onal exemption and credit for depend-

ents must be determined on the basis of
the period for which the return was
made. If during such period the status
of the taxpayer did not change, the per-
sonal exemption and credit for depend-
ents shall be reduced to that proportion
of the full credit which the number of
months in such period bears to 12
months. See § 29.47-1. If the status of
the taxpayer changed during shch pe-
riod, the full personal exemption and

,credit for dependents allowable for each
status occupied by the taxpayer shall be
apportioned to the period during which
such status was occupied in such pro-
portion as the number of months dur-
ing which such status was occupied bears
to 12 months.

Example (1). A and B, who were heads
of families during the first six months of 1942,
were married on July 1, 1942, and lived to-

'gether during the remainder of the year.
If a joint return is made by A and B on the
calendar year basis for 1942, the personal
exemption will be $1,800; that is, 1/2 of $1,200
for A w.,il. the head of a family, plus % of
$1,200 for B while the head of a family, plus
V of $1,200 for the pdrlod during which they
were married and living together. If sepa-
rate returns are made by A and B onQ the
calendar year basis for 1942, each may claim
a personal exemption of $900; that is, 1/2 of
$1,200, plus V2 of 1 of $1,200. • In the latter
case, however, the joint exemption of % of
$1,200 might by agreement be taken either by
A or B or divided between them in any pro-
portion.

Example (2). A, a widower, qualifies as
the head of a family until March 31, 1942, on
which date his one dependent child died. On
September 30, 1942, A dies. The executor or
administrator making a return for A may
claim a personal exemption of $550; that s,
*7_ of $1,200, or $300, for the period from Jan-
uary 1, 1942, to March 31, 1942, during which
period A was the head of a family, and 9i2
of $500 or $250, for the period from April 1,
1942, to September 30, 1942, during which
period A was a single person not the head of
a family.

Example (3). A and B were married and
living together until November 30, 1942,
when B, the wife, died. They had no de-
pendents. The taxable period of B is January
1, 1942, to November 30, 1942, the date of
her death. The combined personal exemp-
tion of A and B for the period during which
they were married and living together, that
is,"'/A2 of $1,200, or $1,100, may by agreement
be taken either by A, or by B's executor or
administrator in behalf of B, or divided-be-
tween them in any proportion. The personal
exemption for the last taxable period of B
Is the amount of the combined personal ex-
emption so. taken by B's executor or admin-
istrator. If A, the surviving spouse, files a
return for the calendar year 1942, he may
claim, In addition to his portion of the com-

bined personal exemption, a personal exemp-
tion for the period from the date of the death
of B to the close of his taxable year, that is,
1A2 of $500.

Example (4). A and B were married and
living together until June 30, 1942, when A,
the husband, died. Prior to the date of
death, A was the chief support of a child 10
years of age. B, the surviving spouse, sup-
ported and maintained the child in her
household during the remainder of the year.
The executor or administrator in making a
return for A is entitled, in addition to a per-
sonal exemption, to a credit for dependents in
the amount of $175; that is, %2 of $350.
However, since B qualifies as head of a family
for the the last six months solely by reason of
the fact that she maintained a home for such
dependent child, the credit for such depend-
ent is disallowed.

SEC. 26. CRmrrs or coapoRATioNs [as
amended by sec. 211 (j), Rev. Act 1939; sees.
105 (d) (e), 126 (1), 132 (a), 133, Rev. Act
19421.

In the case of a corporation the following
credits shall be allowed to the extent provided
in the various sections imposing tax-

(a) Interest on obligations of the United
States and . its instrumentalities. The

.amount received as interest upon obligations
of the United States or of corporations or-
ganized under Act of Congress which is al-
lowed to an individual as a credit for pur-
'poses of normal tax by section 25 (a) (1) or

(2). (For reduction of credit under this
subsection on account of amortizable bond
,premium, see section 125).

(b) Dividends received. 85 percentum of
the amount received as dividends from a do-
mestic corporation which is subject to taxa-
tion under this chapter, but not in excess
of 85 per centum of the adjusted net income
reduced by the credit for income subject to
the tax imposed by Subchapter E of Chapter

.2 'provided in subsection (e). The credit
-allowed by this subsection shall not be al-
lowed in respect of dividends received from
a corporation organized under the China
Trade Act, 1922, 42 Stat. 849 (U.S.C., Title
15, c. 4), or from a corporation which under
section 251 is taxable only on its gross income
from sources within the United States by
reason of its receiving a large percentage of
its gross income from sources within a pos-
session of the United States.

(c) Net operating loss of preceding year-
(1) Amount of credit. The amount of net
operating loss (as defined' in paragraph (2))
of the corporation for the preceding taxable
year (if beginning after Decenber 31, 1937),
but not in excess of (A) the section 102 net
income for the taxable year, in the case of
the tax imposed by section 102; (B) the Sup-
plemhent P net income for the taxable year,

'in the case of the computations required un-
der-Supplement P; or (C) the Subchapter A
net income for the taxable year, in the case
of the tax imposed under Subchapter A.

(2) -Definition. As used in this section the
term "net operating loss" means the excess
of the deductionis allowed by this chapter
over the gross income, with the following ex-
ceptions and limitations--

(A) The deduction for depletion shall not
exceed the amount which would be allowable
If computed without reference to discovery
value or to percentage depletion under section
114 (b) (2), (3), or (4);

* (B) There shall be included in computing
gross income the amount of interest received
which Is wholly exempt from the taxes im-
posed by this chapter, decreased by the
amount of interest paid or accrued which is
not allowed as a deduction by section 23 (b),
relating to Interest on indebtedness incurred
or continued to purchase or carry certain
tax-exempt obligations.

(C) For the purposes of this paragraph, the
net operating loss deduction provided in sec-
tion 122 shall not be allowed.

In the case of a taxable year beginning after
December 31, 1937, and before January 1,
1939, the term "net operating loss" means
net operating loss as defined in section 20 (o)
of the Revenue Act of 1938, 52 Stat. 467.

(d) Bank affiliates. In the case of a hold-
ing company affiliate (as defined In section 2
of the Banking Act of 1933), the amount of
the earnings or profits which the Board of
Governors of the Federal Reserve System cer-
tifies to the Commissioner has been devoted
by such affiliate during the taxable year to
the acquisition of readily marketable aeta
other than bank stock in compliance with
section 5144 of the Revised Statutes. The
aggregate of the credits allowable under this
subsection for all taxable years beginning
after December 31, 1935, shall not exceed
the amount required to be devoted under
such section 5144 to such purposes, and the
amount of the credit for any taxable year
shall not exceed the adjusted net income for
such year.

(e) Income subject to excess-profits tax.
In the case of any corporation subject to the
tax Imposed by Subchapter B of Chapter 2,
an amount equal to Its adjusted excess-
profits net income (aa defined in section
710 (b)). In the case of any corporation
computing such tax under section 721 (re-
lating to abnormalities In income In the
taxable period), section 726 (relating to cor-
porations completing contracts under the
Merchant Marine Act of 1930), section 731
(relating to corporations engaged in mining
strategic minerals), or section 736 (b) (rolat-
Ing to corporations with Income from long-
term contracts), the credit shall be the
amount of which the tax Imposed by such
subchapter Is 90 per centum, For the pur-
pose of the preceding sentence the term "tax
imposed by Subchapter E of Chapter 2"
means the tax computed without regard to
the limitation provided in section 710 (a)
(1) (B) (the 80 per centurm limitation), with-
out regard to the credit provided in section
'729 (c) and (d) for foreign taxes paid, and
without regard to the adjustments provided

'in *section 734. This subsection shall nob
apply to any corporation exempt from such
tax under secotion 725 or section 727.

(f) Dividends paid credit. For corpora-
tion dividends paid credit, see section 27.

(g) Consent dividends credit. For corpo-
ration consent dividends credit, see sec-
tion 28-

(h) Credit for dividends paid on certain
preferred stock-(1) Amount of credit. In
the case of a public utility, the amount of
dividends paid during the taxable year on
its preferred stock. The credit provided In
this subsection shall be subtracted from the
basic surtax credit provided.In section 27.

(2) Definitions. As used In this subsec-
tion and section 15 (a)-

(A) Public utility. The term "public
utility" means a corporation engaged In the
furnishing of telephone service or In the
sale of electric energy, gas, or water if the
rates for such furnishing or sale, as che Case
may be, have been established or approved
by a State or political subdivision there9f or
by an agency or Instrumentality of the
United States or by a public utility or public
service commission or other similar body of
the District of Columbia or of any State or
political subdivision thereof.

(B) Preferred stock. The term,"preferred
stock" means stock issued prior to October
1, 1942, which during the whole of the tax-
able year (or the part of the taxable year
after its issue) was stock the dividends In
respect of which were cumulative, limited
to the same amount, and payable In prefer-
ence to the payment of dividends on other
stock.

§ 29.26-1 Credit of corporation Jor in-
terest on obligations of the United States
and its instrumentalities. The credit
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1allowed by section 26 (a) is an amount
equal to the interest received upon obli-
-gations of the United States or of a cor-
poration organized under Act of Con-
gress (if such corporation is an instru-
mentality of the United States and
under the Act authorizing thie issue of
such obligations, as amended and sup-
plemented, such interest is in the case
of individuals exempt from normal tax)
which is included in gross income unaer
section 22.

J 29.26-2 Credit of corporation for
net operating loss of preceding year.
Since the net operating loss credit al-
lowed by section 26 (c) cannot exceed
(a) the section 102 net income for the*
taxable year, in the case -of the tax im-
posed by section 102; (b) the Supple-
ment P net income for the taxable year,
in the case of the computations required
under Supplement P; or (c) the sub-
chapter A net income for the taxable
year in the case of the tax imposed under
subchapter A of chapter 2, it is the
smaller of the following amounts"

(1) The excess of the deductions al-
lowed by chapter 1 for the preceding
taxable year over gross income for such
year, both computed in accordance
*ith the exceptions and limitations pro-
Vided by section 26 (c) (2).

(2) (i) The section 102 net income for
the taxable year, in the cases of the tax
imposed by section 102; (ii) the Supple-
ment P net income for the taxable year,
in the case of the computations required
under Supplement P; (iii) the sub-
chapter A net income for the taxable
year, in the case of the tax imposed
under sutchapter A of chapter 2.

In computing deductions for the pre-
ceding taxable year any deduction for
depletion shall be computed without
reference to discovery value or percent-
age depletion under section 114 (b) (2),
(3), or (4) (see § 29.23 (m)-2). The
basis for such depletion is the basis pro-
vided in section 113 (a), adjusted as pro-
vided in section 113 (b), for the purpose
of determining the gain upon the sale
or other disposition of the property
involved.

In computing deductions for the pre-
ceding taxable year the net operating
loss provided in section 122 shall not be
allowed.

In computing the gross income for
the preceding taxable year there must
be included the excess, if. any, of the
amount of any interest received vthich
is wholly exempt from taxes imposed by
chapter 1 over the amount of interest
paid or accrued which is not allowed as
a deduction by section 23 (b), relating
to interest on indebtedness incurred or
continued to purchase or carry certain
tax-exempt obligations.

Example. For 1942 the X Corporation,
which makes Its income tax returns on the
calendar year basis, has a net income of
$1,000,000. computed on the accrual basis and
_ithout the net operating ldss deduction pro-
vided in section 23 (s), capital losses of
$550,000, and no capital gains. Its Federal
normal tax and surtax for 1942, not allowable
as a deduction under section 23, are $300,000,
and it made no contributions during that
year. For 1941 its gross income pas $500,000,
and its allowable deductions were $1,500,000.

Included in such deductions was M0000 for
net operating loss, allowed as a deduction
under section 23 (a) and computed under
section 122. There was llkewa included In
such deductions 0300,00D for depletion b_-d
on discovery value. If depletion had been
computed without reference to discovery
value or to percentage depletion, the amount
of such deduction would have been 0100.000.
For 1941 the corporation had 300.000 of
wholly tax-exempt interest, and paid .020,000
IL interest on indebtedne= incurred to carry
obligations from. which such tax-exempt in-
terest was derived. The net operating loss
credit available to such corporation for 1942
Is computed as follows:

Deductions for 1941 -------- , 00,000
Less excess of depletion

deduction computed
on basis of discovery
value over amount
allowable for deple-
tion without refer-
ence to discovery
value or pcrcentage
depletion (0300.000
minus $100.000).-- $200,000

Less net operating loss
deduction .......- ED, 000

'10.000

Daductions as limited by section
26 (c) (2) (A) and 20 (c) (2)

E00,000
Gross Income for 1911-- O.00, 000
Plus tax-exempt interest

minus interest paid
($300.000 minus6200.O00)_ _ _ 2O0D. 000

Gros income contemplated by
section 26 (c) (2) %B) __ _ C00,000

Excess of deductions over gross
income for 1941. ...... 200.000

Net Income for 1942 (computed
without net operating loss
deductions provided In sec-
tion 23 (s))1.,000,000

Les capital loses not
allowed by section 117

Less Federal normal tax
and surtax for 1942
not allowed as a de-
duction under zection
23 -- -----.. 00,000

850,000

Section 102 net Income for 1942- 1601 0Q0
The credit for the net operating loss for the

preceding year available to the X Corporation
for 1942 Is $150.000. Inacmuch as the xcxs
of deductions over gross Income for 1941, as
computed above, is greater than the rection
102 net income for 1942 the net oparating
loss credit available to the X Corporation for
1942 Is equal to the czction 102 net Income
for 1942. If the excs of deductions over
'gross income. for 1941, as computed above,
were smaller than the recton 102 net income
for 1942, the entire amount. of cuch exce--
would be allowed as the net operating lces
for 1942.

Similar rules for the computation of
the net operating loss credit are applica-
ble in the case of computations required
under Supplement P, or the tax Imposed
under subchapter A of chapter 2.

§ 29.26-3 Bank affiliates. The credit
provided in section 26 Cd) Is allowed:

(a) To a holding company affillate of
a bank, as defined n section 2 of the
Banking Act of 1933, which holding com-
pany amlate holds, at the end of the
taxable year, a general voting permit

granted by the Board of Governors of
the Federal Reserve System;

(b) In the amount of the earnings or
profits-of such holding company affiliate
which, in compliance with section 5144
of the Revised Statutes, has been devoted
by it during the taxable year to the ac-
quisition of readily marketable assets
other than bank stock;

(c) Upon certification by the Board
of Governors of the Federal Reserve
System to the Commissioner that such
an amount of the earnings or profits
has been so devoted by such affiliate dur-
ing the taxable year.

No credit is allowable under section
26 d) for the amount readily market-
able assets in excess of what is required
by such section 5144 to be acquired by
such afffliate, or In xcess of the adjusted
net income for the taxable year. Nor
may the aggregate of the credits allow-
able under section 26 (d) exceed the
amount required to be devoted under
section 5144 to the acquisition pf readily
marketable assets other than bank stock.

Every taxpayer claiming and making
a deduction for the credit provided for
in section 26 d) shall attach to its re-
turn a supplementary statement, in du-
plicate, setting forth all the facts and
information upon which the claim is
predicated, including such facts and in-
formation as the Board of Governors of
the Federal Reerve System may pre-
scribe as necessary to enable it, upon the
request of the Commisioner subsequent -
to the filing of the return, to certify to
the Commissioner the amount of earn-
ings or profits devoted to the acquisition
of such zeadily marketable assets. A
certified copy of such supplementary
statement shall be forwarded by the tax-
payer to the Board of Governors at the
time of the filing of the return. The
holding company afffliate shall also fur-
nish the Board of Governors such fur-
ther information as the Board shall
require. For the requirements with re-
spect to the amount of such readily
3tarketable assets which must be ac-
quired and maintained by a holding
company affiliate to which a voting per-
mit has buen granted, see section 5144
(b) and (c) of the Revised Statutes.

§ 29.26-4 Credit for income subject to
excess profits tax. A credit is provided
in section 26 (e) allowable under sections
13 (a) (2) and 15 (a) in computing nor-
mal tax net income and surtax net in-
come, respectively. See section 103 as
to certain fiscal years. The credit is
allowed only in the case of corporations
subject to the excess profits tax imposed
by subhapterE of chapter 2. The credit
does not apply to a corporation exempt
from such tax under section 725 (relating
to personal service corporations) or sac-
tion 727 (relating to corporations exempt
from excess profits tax).

In genera], the credit is the amount of
the corporation's adjusted excess profits
net income, as defined in section 710 (b).
In the case of the following corporations,
however, the credit is an amount of
which the tax imposed by subchapter E
of chapter 2 is go percent:

(a) Corporations computing such ex-
cess profits tax under section 721, relat-
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Ing to abnormalities in income in the
taxable period.

(b) Corporations computing such ex-
cess profits tax under section 726, relat-
ing to corporations completing contractE
under the Merchant Marine Act of 1936.

(c) Corporations computing such ex-
cess profits tax under section 731, relat-
ing to corporations engaged in mining
strategic minerals.

(d) Corporations computing such ex-
cess 'profits tax under section 736 (b)
relating to corporations with incomE
from long-term contracts.

For the purpose of the credit in thE
case of such corporations, the excesE
profits tax -(upon which the credit is tc
be computed) is the tax imposed under
subchapter E of chapter 2 computed
without regard to the limitation of taN
to 80 percent of surtax net income, a
provided in section 710 (a) (1). The
excess profits tax is also determined for
this purpose without regard to an5
credit for foreign taxes allowed in sec-
tion 729(c) and (d) and without regard
to the adjustments provided in section
734.

The determination of this credit may
be illustrated by the following example:

Example. The X Corporation is a domestic
corporation computing its excess profits tss
under section 731. It makes its income tas
returns on the calendar year bisis. The por-
tion of its excess profits net income attribut.
able to mining In the United States of plati-
num (a strateglo mineral) is $60,000 and the
remainder is attributable to other activities

* For 1942, its'totai excess profits net incomc
is $120,000 and its adjusted excess profits nel
Income is $50,000. The portion of the ad.
justed excess profits net income subject to ex-

cess profits tax is $25,000 (f-%-o $50,000)
The tax (computed without regard to sectior
731) on $50,000 under section 710 (a) (1) (A)
k90 percent rate) is $45,000. The tax undei" 25,000
section 731 is 50 of $45,000, or $22,500

Accordingly, the credit under section 26 (e)
is $25,000, the amount of which such $22,50(
tax is 90 percent.

If the excess profits tax of a corpora-
tion imposed by subchapter E of chaptei
2 for a taxable year beginning after De-
cember 31, 1941, is finally deterinec
by the use of the excess profits credil
based upon constructive average bas(
period net income determined under sec-
tion 722 or if the corporation is entitlec
to and uses such excess profits credil
in the computation of its excess profit:
tax for such year without the necessit3
of filing an application for relief undei
section 722 (see § 30.722-5 (e) of thi,'
chapter), the credit under section 26 (e)
allowable in computing the normal ta)
and surtax shall be the amount of th
corporation's adjusted excess profits nel
Income, as defined in section 710 (b)
computed with the use of the exces,
profits credit based upon constructiv
average base period net "income. How.
ever, if such corporation computes it.,
excess profts tax as provided in (a), (b)
(c), or (d) of this section, the credi
under section 26 (e) shall be the amoun
of which the tax imposed by subchaptei
E of chapter 2, computed as provided b3
the second paragraph of this section, i.
90 percent,

§29.26--5 Credit for dividends paid on
preferred'stock of public utilities. The

. credit provided in section 26 (h) is an
- amount equal to the dividends paid dur-

ing the taxable year by certain public
utility corporations on certain classes of

- preferred stock. As used in this section,
the term "public utility" means a corpo-
ration engaged in the furnishing of tele-
phone service, or in the sale of electric

- energk, gas, or water if the rates charged
by such corporation for such furnishing
or sale, as the case may be, have been
established or approved by a State or
political subdivision thereof or by an
agency or instrumentality of the United
States or by a public utility or public

* service commission or other similar body
of the District of Columbia or of any
State- or political subdivision thereof.
If a schedule of rates has been filed
with any of the above bodies having the
power to disapprove such rates, then such
rates shall be considered as established

. or approved rates even though such body
has taken no action on the filed schedule.
Rates fixed by contract between the cor-
poration and the purchaser, except where
the purchaser is the United States, a
State, the District of Columbia, or an
agency or political subdivision of the
United States, a State, or the District of
Columbia, shall not be considered as
established or approved rates in those
cases where they are not subject to direct
control, or where no maximum rate for
such contract rates has been established,
by the United States; a State, the District

e of Columbia, or by an agency or political
subdivision thereof. The credit provided
in section 26 (h) will not be denied solely
because part of the gross income of the
corporation consists of r~venue derived

a from such furnishing or sale at rates
which are not-so regulated, provided the

r corporation establishes to, the satisfac-
tion of the Commissioner (1) that the
revenue from regulated rates and the
revenue from unregulated rates are de-
rived from the operation of a single in-
terconnected and coordinated system
within a single area or region, in one
or more-States and (2) that the regu-
lation to which it it subject in part of
its operating territory is effective to con-
trol rates within the unregulated ter-
ritory so that the rates within the un-
regulated territory have been and are

I substantially as favorable to users and
consumers as are the rates within the

s, regulated territory.
r For the purposes of. section 26 (h)

preferred stock means stock which was
issued prior to October 1,1942, and which
during the whole of the taxable year (or
the part of the taxable year after its is-
sue) was stock nonparticipating as to
earnings or profits either currently or
in liquidation, the dividends in respect
of which were cumulative and payable
in preference to the payment of divi-
dends on other stock. In addition, the
preferred stock must be such tlfat the
rate of return is fixed and cannot be
changed by a vote of the board of direc-

b tors or by some similar method. How-
r ever, if therg are several classes of pre-

ferred stock, all of which meet the above
s requirements, the credit provided in sec-
, tlon 26 (h) shall not be denied in the

case of a given class of preferred stock
merely because there Is another class of
preferred stock whose dividends are to
be paid before those of the given class
of stock. Likewise, it is immaterial for
the purposes of this section whether the
stock be voting or nonvoting stock.

The amount allowable as a credit un-
der section 26 (h) shall be subtracted
from the basic surtax credit otherwise
computed under section 27 (b).

Swn. 27. CoPoRArioN DivmoEn~s PAre cnmrr
[as amended by sec. 222 (a), Rev. Act 1939:
sec. 1, Pub. Law 18, approved March 17,
1941; se6. 132 (b) (c), Rev. Act 1042].

(a) Definition in general. As used in this
chapter with respect to any taxable year the
term "dividends paid credit" means the sum
of:

(1) The basic surtax credit for such year,
computed as provided in subsection (b);

(2) The dividend carry-over to such year,
computed as provided in subsection (a),

(3) The amount, if any, by which any def-
icit in the accumulated earnings and profits,
as of the close of the preceding taxable year
(whether beginning on, before, or after Jan-
uary 1, 1939), exceeds the amount of the
credit provided in section 20 (c) (relating to
net operating losses), for such preceding ta*-
able year (if beginning after December 31,
1937) * and

(4) Amounts used or irrevocably set aside
to pay or to retire indebtedness of any kind,
if such amounts are reasonable with respeob
to the size and terms of such indebtednes.
As used in thisparagraph the term "Indebted-
ness" means only an indebtedness of the
corporation existing at the close of business
on December 31, 1937, and evidenced by a
bond, note, debenture, certificate of Indebted-
ness, mortgage, or deed of trust, issued by
the corporation and in existence at the close
of business on December 31, 1037, or by a
bill of exchange accepted by the corporation
prior to, and in existence at, the close of
business on such date. Where the indebted-
ness is for a principal sum, with interest, no
credit shall be allowed under this paragraph
for amounts used or set aside to pay such
nterest. A renewal (however evidenced) of

an indebtedness shall be considered an In-
debtedness.

§ 29.27 (a)-I Dividends paid credit.
The amount of the dividends paid credit
provided by section 27 (a) is an amount
equivalent to the sum of the following:

(a) The basic surtax credit for the
taxable year. For computation of the
basic surtax credit see section 27 (b),

(b) The dividend carry-over to the
taxable year. For computation of the
dividend carry-over see section 27 (c).

(c) The deficit credit provided by sec-
tion 27 (a) (3).

(d) Amounts' used or irrevocably set
aside topay or to retire Indebtedness as
provided in section 27 (a) (4).

§ 29.27 a)-2 Deficit credit. Included
In the dividends paid credit is an amount
equal to the excess of any deficit In ac-
cumulated earnings and profits asof the
close of the preceding taxable year over
the net operating loss credit allowed by
section 26 (c) for such preceding tax-
able year.

A deficit in accumulated earnings and
profits can arise only out of the oper-
ation of the business at a loss and can-
not be caused by distributions to share-
holders In excess of the amount of ac-
cumulated earnings and profits. If dis-
tributions are made to shareholders out
of accumulated earnings and profitsx
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however, such distributions inay contrib-
ute to the creation of a deficit by so ex-
hausting the accumulated earnings and
profits that they are incapable of ab-
sorbing a loss thereafter resulting from
the business. It is the subsequent op-
erating loss,-however, and not the dis-
tribution which creates the.deficit. For
example, the X Corporation, w hi c h
makes its income tax returns on the cal-
endar year basis, has on January 1,
1942, accumulated earnings and profits
of $100,000. During 1942 there are no
further earnings and profits. On Feb-
ruary 1, 1942, operating losses have re-
duced the accumiflated earnings and
profits account to $50,000. On March
1, 1942, $90,000 is distributed to share-
holders. On April 1, 1942, an opdrating
loss of $40,00(Y is incurred. There is no
further change during the taxable year.
Though the:.corporation closes its year
with total assets of $180,000 less than it
had on January 1, 1942, and $90,000 of
that amount was attributable to oper-
ating losses, only $40,000 constitutes a
deficit in accumulated earnings and
profits as of the close of the year. If,
however, no operating losses were n-
curred up to February 1,.$90,000 was dis-
tributed to shareholders on February 1,
a $50,000 operating loss was incurred on
March 1, and a $40,000 operathg loss on
April 1, the corporation's deficit in ac-
cumulated earnings and profits would
be $80,000 as of the close of the year.

§29.27 (a)-3 Amounts used or ir-
revocably set aside to 'ay or tp retire
indebtedness-(a) Indebtedness. The
term "indebtedness" means an obliga-
tion of a corporation, absolute and not
contingent, to pay, on demand or within
a given: time, in cash or other medium,

.a fixed amount, existing at the close of
business on December 31, 1937, and evi-
denced-by a bond, note, debenture, cer-
tificate of indebtedness, mortgage, or
deed of trust, issued by the corporation
and in existence at the close of business
on December 31, 1937, or by a bill of. ex-
change accepted by the corporation prior'
to, and in existence at, the close of busi-
ness on December 31, 1937. If the in-
debtedness was so evidenced at the close
of business on December 31, 1937, It is
still an indebtedness within the meaning
of section 27 (a) (4) though, prior to
the time payment is made or amounts
are irrevocably set aside, it has been re-
newed. Such renewal need not be evi-
-denced by one of the types of instru-
ments enumerated in section 27 (a) (4),
but it is sufficient if the debtor-creditor
relationship evidenced by one of such in-
struments at the close of business on
December 31, 1937, continues. An in-
debtedness once so renewed may be
again renewed without depriving the
corporation of the benefits of section
27 (a) (4). Indebtedness incurred after
December 31, 1937, is not indebtedness
within the meaning of section 27 (a) (4)
even though the proceeds of the loan are
used td dischage an indebtedness fall-
ing within the provisions of that section,
as, for example, where money is bor-
rowed from A to pay B,,but, if the credi-
tor remains the same and the trans-
action is in effect a renewal, the mere
fact that it takes the form of a new

borrowing, the proceeds of which re
simultaneously used to discharge the
prior obligation, will not of itself prevent
the transaction from being a renewal
within the meaning of section 27 (a) (4)
and this section.

The mere substitution, after Decem-
ber 31, 1937, of several instruments for
one instrument, or one instrument for
several instruments, existing at the close
of business on such date, where there Is
no change in terms except the substitu-
tion of a series of different amounts equal
in the aggregate to the total principal
amount of the instrument or instruments
surrendered (as, for example, where two
$50,000 bonds are issued in exchange for
one $100,000 bond, or where one $100,000
bond is issued in exchange for two $50,-
000 bonds), or the reissue of a lost or
destroyed instrument, or the issue of a
new instrument to a transferee, will not
deprive a corporation of the benefits of
section 27 (a) (4).

Indebtedness incurred through the as-
sumption of the liabilities of another Is
not indebtedness within the meaning of
section 27 (a) (4) unless such assump-
tion took place prior to January 1, 1938,
and such indebtedness was evidenced at
the close of business on December 31,
1937, by one or more of the instruments
enumerated in such section, Issued by
the taxpayer prior to, and inmexLstence at,
the close of business on such date.

The credit provided by section 27 (a)
(4) extends only to amounts used or Ir-
revocably set aside to pay or to retire the
principal of indebtedness evidenced by
the types of obligations enumerated in
that section. The denial of a credit for
amounts used or set aside to discharge an
obligation to pay interest applies whether
the interest involved became due on, be-
fore, or after January 1, 1938. If in-
terest is allowable as a deduction under
section 23 (b) or a corresponding section
of a prior income tax law when paid or
accrued or would be so allowable if It
were not for the exception contained in
such Lection or section 24 (c), no credit
will be allowed under section 27 (a) (4)
with respect to such Interest, despite the
fact that such interest may have been
funded and forms part or all of the prin-
cipal amount of an obligation of the
character described in section 27 (a) (4).

(b) Amounts uscd or irrerocably set
aside. The credit is allowable, in any
taxable year, only for amounts used or
irrevocably set aside in that year. The
use or irrevocable setting aside must be
to effect the extinguishment or discharge
of indebtedness. The Issuance of a re-
newal obligation will, therefore, not re-
sult, in an allowable credit. If amounts
are set aside in one year, no credit is
allowable for such amounts for a later
year in which actually paid. As lorg as
all other conditions are satisfied, the
aggregate amount allowable as a credit
for ansrtaxable year includes all amounts
(from whatever source) used and, as
well, all amounts (from whatever source)
irrevocably set aside, irrespective of
whether in cash or other medium.
Double credits are not permitted.

(c) Reasonableness of the amounts
with. reference to the size and terms of
the indebtedness. ,The reasonableness

of the amounts used or irrevocably set
aside must be determined by reference
to the size and terms of the particular
Indebtedness. Hence, all the facts and
circumstances with respect to the na-
ture, scope, conditions, amount, ma-
turity, and other terms of the particular
indebtedness must be shown in each case.

Ordinarily an amount used to pay or
retire an indebtedness, in'whole or in
part, at or prior to the maturity and in
accordance with the terms thereof will
be considered reasonable, and may be
allowable as a credit for the year in
which so used, if no adjustment is re-
quired by reason of an amount set aside
in a prior year for payment or retire-
ment of the same indebtedness.

All amounts irrevocably set aside for
the payment or retirement of an indebt-
edness in accordance with and pursuant
to the terms of the obligation, for ex-
ample, the annual contribution to trus-
tees required by the provisions of a man-
datory sinlking fund agreement, wl ba
considered as complying with the statu-
tory requirement of reasonablenes- To
be considered reasonable it is not neces-
sary that the plan of retirement provide
for a retroactive setting aside of amounts
for years prior to that in which the plan
Is adopted. However, if a voluntary plan
was adopted prior to 1938, no adjust-
ment is allowable in respect of the
amounts set aside in the years prior to
1938.

[S m. 27. Ccrcv-,Amrr mv==ws cAm
-=, amended by E,.- 222 (a), R. Act 1933;
ra. 1. Pub. Lav7 18, approved LUrch 17, 141;
cec. 1 (b) (c), Rev. Act 1942.1

(bl) Basic -urta= credit. As ued In th'
chapter the term "basic surtax credIt" mea=3
the aura of:

(1) e dividend,; paid during the taxable
year, Increazad by the consent divIdends
credit provided In section 23, and reduced by
the amount of the credit provided In ec-
tion 23 (a), relating to Inte=t on certain
obligations of the United Statea and Gave=n-
ment ccreratlon;-

(2) The net operating Io credit provided
In Lectlon 26 (c) (1);

(3) The bank aiate credit provided in
cection 20 (d).
The aggrcgate of the amounts under para-
grapha (2) and (3) ahall not exceed (A) the
cectlon 102 net Income for the taxable year,
In the ca-oa of the tax Imposced by sectio
102: (B) the Supplement P net income for
the taxable year, in the c=a of the computa-
tionz required under Supplement P; or (-)
the Subchapter A net Income for the ta-
able year, In the cace of the tax imp--ed
under Subchapter A.

§ 29.27 (b)-l Basic surtax credit.
The amount constituting the basic sur-
tax credit of a corporation for the tax-
able year consists of the sum of the fol-
lowing, less the amount allowable as a
credit under section 26 (h) (relating to
the credit for dividends paid on certain
preferred stock of certain public utility
corporations), and less the amount al-
lowable as a deduction under section 121
(relating to the deduction of dividends
paid on certain preferred stock of certain
banks and trust companies):

(a) The dividends paid during the
taxable year (subject to the qualifica-
tions, limitations, and exceptions pro-
vided in section 27 (d) to 27 (1), Inclu-
sive) plus the consent dividends credit
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provided by section 28, less the credit for
interest on certain obligations of the
United States and its Instrumentalities,
provided by section 26 (a); and

(b) The smaller of the following:
(1) The sum of the net operating loss

credit for the preceding taxable year
provided in section 26 (a) (1) and the
bank affiliate credit provided in section
26 (d).

(2) (i) The section 102 net income
for the taxable year, in the case of tax
imposed by section 102; (ii) the Supple-
ment P net income for the taxable year,
In the case of computations required
under Supplement P; or (iiI) the sub-
chapter A net Income for the taxable
year, in the case of tax imposed under
subchapter A of chapter 2.

§ 29.27 (b)-2 Dividends pald-(a)
When dividends are considered paid. A
dividend will be considered as paid when
it Is received by the shareholder. An
allowance for dividends paid will not be
permitted unless the shareholder re-
ceives the dividend during the taxable
year for which the credit is claimed.

If a dividend is paid by check and the
check bearing a date within the taxable
year is deposited in the mails, in a cover
properly stamped and addressed to the
shareholder at his last known address,
at such time that in the ordinary han-
dng of the mails the check would be
received by the shareholder within the
taxable year, a presumption arises that
the dividend was paid to the shareholder
in such year.

The payment of a dividend during the
taxable year to the authorized agent of
the shareholder will be deemed payment
of the dividend to the shareholder dur-
ing such year.

If a corporation, instead of paying the
dividend directly to the shareholder,
credits the account of the shareholder on
the books of the corporation with the
amount of the dividend, the allowance
for a dividend paid will not be permitted
unless It be shown to the satisfaction
of the Commissioner that such crediting
constituted payment of the dividend to
the shareholder within the taxable year..

An allowance will not be permitted for
the amount of a dividend credited dur-
ing the taxable year upon an obligation
of the shareholder to the corporation un-
less it is shown to the satisfaction of the
Commissioner that such crediting consti-
tuted payment of the dividend to the
shareholder within the taxable year.

In the case of a stock dividend, if the
shares (other than fractional shares pay-
able to bearer) constituting the dividend
are not entered or registered on the
books of the corporation in the name Of
the shareholder (or his nominee or
transferee) within the taxable year, the
dividend will not be deemed to have paid
in such year. Delivery of a certificate, or
certificates, for such new shares, within
the taxable year, constitutes prima facie
evidence of the payment of the dividend.

If the dividend is payable in obligations
of the corporation, they should be en-
tered or registered in the taxable year
on the books of the corporation, in the
name of the shareholder (or his nomi-
nee or transferee), and, in the case of

obligations payable to bearer, should be
received in the taxable year by the
shareholder (or his nominee or trans-
feree), to constitute payment of the divi-
dend within the taxable year.

In the case of a dividend from which
the tax has been deducted and withheld
as required by section 143 or 144, the
dividend is considered as paid when such
deducting and withholding occur.

(b) Methods of accounting. The de-
termination of whethei a dividend has
been paid to the shareholder by the
corporation during its taxable year is in
no way dependent upon the method of
accounting regularly employed by the
corporation in keeping its books or upon
the method of accounting upon the basis
of which the net income of the corpora-
tion is computed. See section 43.

(c) Records. E v e r y corporation
claiming an allowance for dividends paid
shall keep such permanent records as
are necessary (1) to establish that the
dividends with respect to which such
allowance is'claimed were actually paid
during the taxable year and (2) to sup-
ply the information required to be filed
with the income tax return of the cor-
poration. Such corporation shall file
with its return (I) a copy of the dividend
resolution; and (ii) a concise statement
of the pertinent facts relating to the
payment of the dividend, clearly specify-
ing (a) the medium of payment and (b),
if not paid in money, the fair market
value and adjusted basis (or face value,
if paid in its own obligations) on the
date of distribution of the property dis-
tributed, and the manner in which such
fair market value and adjusted basis
were determined. Canceled dividend
checks and receipts , obtained from
shareholders acknowledging payment of
dividends paid otherwise than by check
need not be filed with the return but
shall be kept by the corporation as a
part of its records.

- [SEc. 27. CoRpo5Amom DIVhENs PAID
cRm--as amended by see. 222 (a), Rev. Act
1939; sec. 1, Pub. Law 18, approved March
17, 1941; sec.'132 (b) (c), Rev.'Act 1942.]

(c) Dividend carry-over. There shall be
computed with respect to each ta2;able year
of a corporation a dividend carry-over to
such year from the two preceding taxable
years, which shall consist of the sum of-
. (1) The amount of the basic surtax credit
for the second preceding taxable year, re-
duced by the subchapter A net income for
such year, and further reduced by the
amount, if any, by which the subchapter A
net income for the first preceding taxable
year exceeds the sum of-

(A) The basic surtax credit for such year;
and

(B) The excess, if any, of the basic surtax
credit for the third preceding taxable year
over the subehapter A net income for such
year; and

(2) The amount, if any, by which the
basic surtax credit for the first preceding
taxable year exceeds the subchapter A net
income for such year. In the case of a pre-
ceding taxable year referred to in this sub-
section, the subchapter A net income shall
be determined as if the corporation was, un-
der the law applicable to such taxable year, a
personal holding company.

§ 29.27 (c)-1 Dividend carry-over.
The dividend carry-over to a given tax-
able year is computed as follows:

. (a) If the basic surtax credit for the
first preceding taxable year exactly
equals the subchapter A net income for
such year, the dividend carry-over is the
amount of the excess of the basic surtax
credit for the second preceding taxable
year over the subchapter A net income
for such year.

(b) If the basic surtax credit for the
first preceding taxable year exceeds the
subchapter A net income for such year,
the/-dividend carry-over Is the amount
of such excess plus the excess of the basic
surtax credit for the second preceding
taxable year over the subchapter A net
income for such year.

(c) If the basic surtax credit for the
first preceding taxable year is less than
the subchapter A net Income for such
year, the dividend carry-over is the
amount by which the basic surtax credit
for the second preceding taxable year
exceeds the subchapter A net Income
for such year reduced by the excess of
the subchapter A net income for the first
preceding taxable year over the sum of
the basic surtax credit for such year and
the excess of the basic surtax credit for
the third preceding taxable year over
the subchapter A net income for such
year.

In computing the dividend carry-over
the subchapter A net Income of any pre-
ceding taxable year shall be determined
as if the corporation was, under the law
applicable to such taxable year, a per-
sonal holding company.

Every corporatioi claiming a dividend
carry-over for any taxable year shall file
with its return for such year a concise
statement setting forth the amount of
the dividend carry-over claimed and all
material and pertinent facts relative
thereto, Including a detailed schedule
showing the computation of the dividend
carry-over claimed.

The computation of the dividend car-
ry-over may be illustrated by the follow-
ing examples:

Example (1). The X Corporation, which
makes its income tax returns on the calendar
year basis, has subchapter A not income of
$150,000 and a basic surtax credit of $225,000
for 1939. For 1940 its subchapter A net in-
come is $200,000 and its basic surtax credit
Is $350,000, and for 1941 its subchapter A net
income and its basic surtax credit are each
$175,000. Its dividend carry-over to 1942 Is
$150,000, computed as follows:
(1) Basic surtax credit for 1940.... $350, oo
(2) Less subchapter A net income

for 1940 ------------------ 200,000

(3) Dividend carry-over to 1042
((1) minus (2)) ------------ 10,000

Since the basic surtax credit for 1941 eX-
actly equals the subchapter A net Income
for that year, neither that year nor the year
1939 need be taken Into acocunt. The pre-
ceding taxable year (1941) is taken into ac-
count only if the basic surtax credit for
such year exceeds the subchapter A net in-
come for such year or if the subehapter A
net income for such year exceeds the sum
of the basic surtax credit for such year and
the excess of the basic surtax credit for the
third preceding taxable year (1939) over the
subchapter A net Income for such year.
The third preceding taxable year (1939) ia
taken into account only if the subchapter
A net income for the first preceding taxable
year (1941) exceeds the basic surtax credit
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for such year, In which case It operates to
reduce the amount of such excess which must
be deducted from the carry-over from the
second preceding taxable year (1940).

Example (2). The Y Corporation, which
makes its income tax returns on the calendar
year basis, has'subchapter A net Income of
$100,000 and a basic surtax credit of $150,000
for 1939. For 1940 its subchapter A net in-
come Is $50,0OO and its basic surtax rdit
Is $75,000; and tor 1941 Its subchapter A net
Income and its basic surtax credit are $25,000
and 8100,000, respectively. Its dividend carry-
over to 1942 Is $100,000, computed as follows:

Year 1940

(1) Basic surtax credit.. $75,000
(2) Less subchapter A net

income . .......--- 50, 00

(3) Excess- of basic surtax
credit over subchap-
ter A net income ------------ $25,000

Year 1941

(4) Basic surtax credit-.... $100,000
(5) Less subchapter A net

Income ......... ------ 25,000

(6) Excess of basic- surtax
credit over subchap-
ter A net income----------- 75,000

(7) Dividend carry-over to
1942 (sum of (3) and
(6)) - ------ 100,000

For the reason -why the year 1939 Is not
taken into account, see explanation at end

- of example (1).
Example (3). The Z Corporation, whi

makes its income tax returns on the calen-
dar year basis, has a subchapter A net in-
come of $90,000, and a basic surtax credit of
$150,000 for 1939. For 1940 its subchapter A
net income is $60,000 and its basic surtax
credit is $160,000, and for 1941 its subchapter
A net income and .its basic surtax credit are
$120,000 and $25,000, respectively. Its divi-
dend carry-over to 1942 is $65,000, computed
as follows:

Year 1940

(1) Basic surtax credit-. $160, 000
- (2) Less subchapter A net

income-.......--- 60, 00-

(3) Excesa of basic surtax
credit over sub-
chapter A net in-
come --------------- $100, 000

Year 1941

(4) Subchapter A net in-
come .........------- $120, 000

(5) Basic surtax credit- 25,000

Year 1939

(6) Basic surtax. credit. $150, 000
('17) Less subchapter A net I

income ------------ 90,000

(8) Excess of basic surtax
credit over sub-
chapter A net in-
come ......... 60,000

Sum of (5) and (8). 85,000

(9) Excess of subchapter
A net income for
the first preceding
taxable year (1941)
over sum of Items
(5) and (8) -------- - 5,000

(10) Dividend carry-over -
to 1942 ((3Lmlnus-
(9)) -65,000

[Sm. 27. Ooamonaxror mvi== PAm
camn=-a amended by sec. 222 (a), Rev. Act
1939; sec. 1. Pub. law 18, approved March 17,
1941; sec. 132 (b) (c). Rev. Act 142.]

d) Dividends in Mnd. If a dividend is
paid in property other than money (Includ-
tIg stock of the corporation If held by the
corporation as an Inve3tment) the amount
with respect thereto which rhall b3 u:ed in
computing the basic surtax credit shall be
the adjusted basis of the property In the
hands of the corporation at the time of the
payment, or the fair market value of the
property at the time of the payment, wbhich-
ever Is the lower.

§29.27Cd)-1 Dividends inldnd. ec-
tion 27 (d) Imposes limitations upon the
extent to which dividends paid in assets
(other than money) may be recognized
for purposes of determining the amount
of the allowance for dividends paid which
may be included In the basic surtax
credit. Irrespective of the form of the
corporate resolution by which a dividend
Is declared, if the dividend Is ultimately
and actually paid by the corporation in
any property other than money, con-
stituting Its corporate assets, the amount
of the allowance for dividends paid to
which the corporation Is entitled with
respect thereto cannot exceed the lesser
of the two following amounts determined
as of the time of payment;

(a) The adjusted basis of such prop-
erty in the hands of the corporation as
provided for in section 113; or

(b)- The fair market value of sucil
property.. As used in this section the term "prop-
erty" includes shares of cap!tal stock of
the corporation making the dividend dis-
tribution if such shares of stock are held
by it as an Investment. Unless shown to
the contrary, sharis of capital stock once
issued but thereafter acquired by, the
corporation in any manner whatsoever,
but not retired, shall be deemed to be
held by the corporation as an Invest-
ment. The term "property" also includes
obligations upon which the corporation
making the distribution Is liable as a
guarantor, Indorser, or surety.

The application of section 27 d) may
be illustrated by the following example:

Example. The S Corporation. in 1934. pur-
chased stock of the Y Corporation for
$100,000. In 1942 such stock bad a fair =r-
ket value of $70,000. During the period of
its ownership of such stock, the S Corpora-
tion received distributions amounting to
$5,000 out of earninga or proats of the Y
Corporation accumulated before March 1,
1913. In 1942 the corporation used such
stock for the payment of a dividend. The
allowance for dividends paid for purposes of
inclusion in the basic surtax credit for 1942
Is 870.000, computed as Iollo-..

Purchase price, or cast of stock_. 81O, Co0
Less tax-free dltribution_ ..... 5,coo

A~justed bAsis of stock in the hands
of the corporation at the time of
the dividend payment-...... 95,000

Fair market value of 'stoce at the
time of the dividend payment-__ 70,038

Allowance for dividends paid for
purposes of Incluslon in the basc
surtax credit for 1942. - '0,000

Since the fair nrket value of the ntotk
($70.400) at the time of the dividend pay-
ment Is less than the adjusted bas (635.000)

of the st . in the bands of the corporation
at the time of the dividend payment, the
le=r amount (870,000) should be uzed as
the allowance for dividends paid for pur-
poses of computing the basic surtax credit
for 1942 with repect to such. stock

[Sma 27. Cosroshm.o =vm ==s rmu
canrr--s amended by etc. 222 (a), Rev. Act
1939; tcc. 1. Pub. Law 18, approved 21archL
17 1941; cc,. 132 (b) (c), Rea. Act, 1942.1 '

(e) Dflfdendsfn obligatfons of the corpao-
ratiorm If a dividend is paid In obligaticns
of the corporation, the amount with respect
thereto which shall be uzed in computing the
basic surtax credit shall be the face value
of the obligations, or their fair market value
at the time of the payment, whichever is the
lower. If the fair market value of any such
dividend paid in any taxable year of tb- cor-
paration beinning after December 31,1935,1I
lower than the face value, then when the ob -
ligation is redeemed by the corporation the
exce of the amount for which redeemed
over the fair market value of the time of the
dividend payment (to the extent not allow-
able as a deductian in computing net income
for any taxable year) shall be treated as a
dividend paid n the taxable year In which
the redemption occurs.

§ 29.27 (e)-1 Dividends ino bligation,
of the corporation. Section 27 (e) iscon-
cerned solely with the amount of the
allowance for dividends paid for pur-
poses of inclusion in the basic surtat
credit to the extent that dividends are
paid by a corporation in its own obliga-
tions. If the corporation ultimately pays
a dividend in its own obligations (re-
gardless of the form of the corporate
resolution by wbich the dividend is de-
clared), the amount of the allowance for
dividends paid to which it is entitled with
respect thereto for the year in whicli
such dividend is paid is Iimted to the
lesser of the face value or fair market
valuetof such obligations as of the date
of payment. If in a taxable year of the
corporation beginning after December
31. 1935, the allowance for dividends
paid as of the date of payment is limited
to the fair market value of the corporate
obligations distributed and the corpora-
tion redeems such obligations, the corpo-
ration becomes entitled to an additional
allowance for dividends paid in comput-
Ing the basic surtax credit for the tax-
able year n which it redeems such obli-
gations, but only in the event that the
amount at which sucli obligations are
redeemed Is higher than their fair mar-
ket value at the time of the distribution.
The amount of such additional alov-
ance Is the excess of the price at which
such obligations are redeemed over their
fair market value at the time of the dis-
tribution, subject to the restriction that
such excess be diminished by any
amounts which were allowable as de-
ductions for amortized bond discount or
bond issue commissions and expenses al-
locable to the obligations redeemed in
computing the net income of the corpo-
ration for any taxable year. A corpora-
tion is entitled to such additional al-
lowance regardless of the identity of the
holders of the obligations at the time
of their redemption.

The term "obligations- as used in this
section means any lega liability on the
part of the corporation (not including
liability as a guarantor, indorser, or
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surety), regardless of when incurred, to
pay a fixed or determinable sum of
money, evidenced in writing executed by
the corporation. The terms "redeemed"
as used in this section includes (1) re-
purchase In the open market for invest-
ment or sinking fund purposes, (2) re-
tirement, or (3) cancellation of the
obligations before, at, or after maturity.

The application of section 27 (e) may
be illustrated by the following example:

Example. Thi X Corporation, which
makes its income tax returns on the calendar
year basis, declared a dividend of $85,000 in
1936, payable in that year in its 5 percent
bonds at 85. Pursuant to such declaration,
bonds having an aggregate face value of
$100,000 were issued during 1936 in payment
of the dividend. The fair market value of
the bonds at the time of issuance was $75,000.
The dividends paid credit for 1936 was the
fair market value of the bonds at the time
of the dividend payment ($75,000), since such
fair market value was lower than the face
value ($100,000) of the obligations.

lThe bonds were redeemed in 1942. The
corporation prior to the redemptibn of the
bonds at face value deducted in its returns
over the life of the bonds the $15,000 bond
discount resulting from the payment in 1936
of the $85,000 dividend in bonds having a
face value of $100,000. The allowance for
dividends paid for purposes of computing
the basic surtax credit with respect to the
bond redemption for the taxable year 1942, in
which the redemption of the bonds occurs,
Is $10,000, computed as follows:

Redemption price of bonds ------- $100, 000
Less fair market value of bonds

when dividend was paid in 1936.- 75, 000

Difference ----------------- 25,000
),ess bond discount allowed as a

deduction in computing net in-
come ------------------------ 15,000

Amount treated as dividend Y
paid in 1942 ------------- 10,000

[SEc. 27. Ca011P O zON DrvDENDs PAID
axrr-as amended by sec. 222 (a), Rev. Act

1939; sec. 1, Pub. Law 18, approved March
17, 1941; sec. 132 (b) (c), Rev. Act 1942.]

(f) Taxable stock dividends. In case of
a stock dividend or stock right which is a
taxable dividend in the hands of shareholders
under section 115 (f), the amount with re-
spect thereto which shall be used in com-
puting the basic surtax credit-shall be the
fair market value of the stock or the stock
right at the time of the payment,

§ 29.27 (f)-1 Taxable stock divi-
dends. The allowance for dividends paid
provided by section 27 (b) (1) Is limited
by section 27 (fW, in the case of distri-
butions in stock dividends or stock
rights, to distributions which are taxable
dividends.in the hands of shareholders
under section 115 (f). Such allowance,
however, is limited In amount to the fair
market value of such stock or stock
rights at the time of the payment of the
dividend. As to a distribution by a cor-
poration or its own capital stock held
as an investment, see § 29.27 (d)-1.

[Szc. 27. CORPORAT1IX DIVIDENDS PAID
,canErr-as amended by see. 222 (a), Rev. Act
1939; sec. 1, Pub. Law 18, approved March 17,
1941; see. 132 (b) (c), 3ev. Act. 1942.1

(g) Distributions in liquidation. In the
Case of amounts distributed in liquidation
the part of such distribution which is prop-
erly chargeable to the earnings or profits ac-
cumulated after February 28, 1913, shall,
for the purposes of computing the basic

surtax credit under this section, be treated
as a taxable dividend paid.
. § 29.27 (g)-1 Dividends paid credit
f o r distributions in. liquidation-(a)
Distributions which diminish earnings
or profits. To the general rule that an
allowance for dividends paid is permitted
only with respect to taxable dividends
paid, section 27 (g) makes one exception,
namely, for that part of an amount dis-
tributed in liquidation which, under the
Internal Revenue Code, constitutes a dis-
tribution of, and is properly chargeable
to, earnings or profits accumulated after
February 28, 1913. Thus, a distribution
either in complete'or partial liquidation
of a corporation is treated by the Code
as one constituting in part a distribution
of, and being properly chargeable to,
earnings or profits, if: -

(1) Under the provksions of section
115 (c), the amounts distributed in liqui-
dation are treated as received in pay-
ment in exchange for the stock; and

(2) Under the provisions of section
112, the gain or loss, If any, from such
exchange-is recognized.
In such a case, an allowance for divi-
dends paid may be included in the basic
surtax credit for the amount actually
involved in such distribution which is
properly chargeable tofthe earnings or
profits accumulated after February 28,
1913, even though the method of taxa-
tion of the distribution is that ordinarily
employed with respect to the gain or
loss realized and recognized upon an ex-
change, rather than that employed with
respect to a taxable dividend.

On the other hand, certain transac-
tions described in sections 112 and 115
are treated, for the purposes of the In-
ternal Revenue Code, not as distribu-
tions to the shareholders of earnings or
profits, but as transfers of such earn-
ings or profits-intact to another corpora-
tion in whose hands such earnings or
profits, being available for distribution
by it as dividends to its shareholders,
have essentially the same status for the
purposes of the Code as earnings or
profits derived from its own operations.
Characteristic of these transactions is
the circumstance that the gain or loss
realized from the receipt by the share-
holders of property is not recognized by
the Code. No allowance for dividends
paid is permissible with respect to such
transactions.

(b) Amount properly chargeable to
earnings or profits. In the case of a
distribution in liquidation with respect
to which an allowande for dividends paid
ispermissible (see paragraph (a) of this
section) the amount of the allowance is
equal to the part of such distribution
which is -properly chargeable to the
earnings or profits accumulated after
February 28, 1913. To determine the
amount properly chargeable to the
earnings or profits accumulated since
February 28, 1913, there must be de-
ducted from the amount of the distri-
bution that part allocable to capital ac-
count: The capital account, for pur-
poses of these regulations, includes not
only amounts representing the par or
stated value of the stock with respect to
which the. liquidating distribution is be-

Ing made but also that stock's proper
share of the paid-in surplus, and such
other corporate Items, if any, which, for
purposes of incone taxation, are treated
like capital in that they are not taxable
dividends when distributed but are ap-
plied against and reduce the basis of
the stock. The remainder of the distri-
bution in liquidation Is, ordinarily, prop-
erly chargeable to the earnings or profits
accumulated since February 28, 1913.
The application of this paragraph may
be illustrated by the folldwing example:

Example. The Y Corporation, which makes
its income tax returns on the calendar year
basis, was organized on January 1, 1010, with
an authorized and outstanding capital stock
of 2,000 shares of common stock of a par value
of $100 each and 1,000 shares of participating
preferred stock of a par value of $100 each.
The -preferred stock was to receive annual
dividends of $7 per share and $100 per share
on complete liquidation of the corporation in
priority to any payments on common stock,
and was to participate equally with the com-
mon stock In either instance .after the com-
mon stock had received a similar amount. o
However, the preferred stock was redeem-
able in whole or in part at the option of the
board of directors at any time at $100 per
share plus Its proportion of the earnings of
the.company at the time of such redemption.
In 1910 the preferred stock was issued at $100
per share, for a total of $106,000, and the com-
mon stock was issued, at $100 per share, for
a total of $200,000. On July 15, 1942, the
company had a paid-in surplus of $8,000, con-
sisting of the premium iccelved on the pre-
f'drred stock, earnings or profits of $30,000
accumulated prior to March 1, 1913, and earn-
ings or profits accumulated since February
28, 1913, of $75,000. On July 15, 1042, the
option with respect to the preferred stock was
exercised and the entire amount of such
stock was redeemed at $141 per share or a
total of $141,000 in a transaction upon which
gain or loss to the distributees resulting from
the exchange was determined and recog-
nized under the Internal Revenue Code, such
transaction being only a partial liquidation
under section 115 (c), The amount of the
distribution allocable to capital account was
$116,000 ($100,000 attributable to par value,
$6,000 attributable to paid-in surplus, and
$10,000 attributable to earnings or profits ac-
cumulated prior to March 1, 1913). The re-
mainder, $25,000 ($141.000, the amount of the
distribution, less $116,000, the amount al-
locable to capital account) Is properly charge-
able to the earnings or profits accumulated
since February 28, 1913, and is allowable as
dividends paid.

(c) Credit in respect o1 earnings or
profits transferred under certain tax-
freetransactions. If, as a result of one
or more transactions described in sec-
tion 112, a corporation's earnings or
profits accumulated after February 28,
1913, and its undistributed earnings or
profits of the taxable year, shall have
become the earnings or profits of another
corporation subject to distribution as
dividends by such other corporation, any
dividend paid by the transferee corpora-
tion during that portion of the trans-
feror's taxable year subsequent to the
consummation of such tax-free trdnsac-
tion may, subject to the provisions of
section 115, be apportioned and allocated
to the transferor as a distribution out of
such earnings or profits of transferor.
The resolution of the board of directors
of the transferee shall-specifically desig-
nate the distribution, or part thereof, so
apportioned and allocated. For the pur-
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poses of the allowance for dividends
paid, any such. distribution so allocated
shall be treated as a dividend paid only
in the computation of the basic surtax
credit allowable to the transferor, and
must be consistently so treated by both
corporations for the current and suc-
ceeding taxable years. Each corpora-
tion shall file as a part of its return for
the taxable year involved (1) a statement
setting forth concisely all of the material
facts, including the date and the charac-
ter-of the transaction under section 112,
the status at that time of the earnings
or profits of both corporations, the date
and amount of all dividend distributions
subsequently made, and the particular
distribution or portion thereof desig-
nated as effecting a distribution of the
earnings or profits of the transferor cor-
poration;'and (2) a certified copy of the
zesolution of the board of directors of
the transferee corporation with respect
to the distribution. No allowance for
dividends paid based upon such appor-
tionment and allocation will be permitted
unless the Commissioner is satisfied that
the transferor corporation is entitled
thereto pursuant to the provisions of
this paragraph and that there has been
a full compliance with the requirements
of this paragiaph. The piovisions of
this paragraph may be illustrated by the
following example:
. Example. The P Corporation, which makes
its income tax returns on the basis of a fiscal
year ending March 31, owned all of the capital
stock of the S Corporation. The S Corpora-
tion, which makes its returns on the calendar
year basis, was completely liquidated on De-
.cember 1,1942. - At that time, the S Corpora-
tion had earnings or profits accumulated sub-
sequent to February 28, 1913, in the amount
.of $50,000, in addition to earnings or profits
for 1942 of $20,000, and an adjusted net in-
come of $45,000. It had paid no dividends
prior to its liquidation. The P Corporation
.had .earnings or profits accumulated subse-
quent to February 28, 1913, in the amount of
j$60,000 in addition to earnings or profits of
the taxable year computed as of the end of
the year in the amount of $80,000, and an
adjusted net income in the amount of $60,000.
.The P Crporation pays dividends as follows:
June 15, 1942, $25,000, September 15, 1942,.

-$25,000; December 15,1942, $25,000; and March
-15, 1943, $25,000. No portion of the dividends
paid on June 15 and September 15 prior to the
liquidation and no portion of the dividend
paid on March 15, 1943, after the close of the
taxable year of the S Corporation may be
allocated to the S Corporatlon. The dividend

.paid on Decemibier 15 may, by appiopriatelcor-
-porate action, be made as one effecting a dis-
.tribution, out of the current earnings or
profits of the S Corporation to the extent of
$20,000. No part of that distribution may be
allocated to the S Corporation's accumulated
earnings or profits "since, under section 115
(b), the earnings or profits of the P Corpora-

-tion -and the S Corporation for the taxable
* year- ($100,000) are sufficient in amount to
. cover all the distributions made during that
year ($100,000).

[Sme. 27. CosPonATo DrvIENS PA D
csxrz--as amended by see. 222 (a), Rev. Act
1939; sec. 1, Pub. Law 18, approved March 17,
1941; see. 132 (b) (c), Rev. Act 1942.]

(h) Preferential div&Wends. The amount of
any distribution (although each portion
thereof is received by a shareholder as a tax-

" abledividend), not made n connection with
a consent distribution (as defined In section

-28 (a) (4) ), shall not be considered as divi-
dends paid for the purpose of computing the
basic surtax credit, unless such distribution

No. 218----i11

Is pro rats, with no preference to any share
of stock as compared with other char a of
the same clats, and with no preference to one
class of stock as compared with another elnas
except to the extent that the former is en-
titled (without reference to vmvers of their
rights by shareholders) to such preference.

For a distribution made in connection with
a consent distribution see cection 28.

§ 29.27 h)-1 Preferential distribu-
tions. Section 27 (W) imposes a limita-
tion upon the general rule that corpora-
tion is entitled to an allowance for
dividends paid with respect to all divi-
dends which It actually pays during the
taxable year. Before a corporation may
be entitled to any such allowance with
respect to a distribution, regardless of
the medium in which the distribution is
made, every shareholder of the -class of
stock with respect to which the distribu-
tion is made must be treated the same
as every other shareholder of that class,
and. no class of stock may be treated
otherwise than in -accordance with Its
dividend rights as a class. The limita-
tion imposed by section 27 (h) Is un-
qualified, except n the case of a partial
distribution (see section 28 (a) (5)) made
in connection with a consent distribution
as defined in section 28 (a) (4), if the
entire distribution composed of such
partial distribution and consent distri-
bution (see section 28 (e)) is not prefer-
entlal. The existence of a preference is
sufficient to prohibit allowance regard-
less of the fact (1) that such preference
is authorized by all the shareholders of
the corporation, or (2) that the part of
the distribution received by the share-
holder benefited by the preference is tax-
able to him as a dividend. A corporation
wlft not be entitled to an allowance for
dividends paid with respect to any dis-
tribution upon a class of stock if there
is distributed to any shareholder of
such class (in proportion to the number
of shares held by him) more or less than
his pro rata part of the distribution as
compared wlth the distribution made
to* any other shareholder of the same
class. Nor will a corporation be entitled
to an allowance for dividends paid in
the case of any distribution upon a
class of stock if there is distributed upon
such blass of stock more or less than the
amount to which it Is entitled as com-

.pared with any other class of stock. A
preference exists if any rights to pref-
erence inherent In any class of stock
are violated. The disallowance, where
any preference in fact exists, extends to
the entire amount of the distribution
and not merely to a part of such distri-
bution. The term "distribution," as
used in this section, includes a dividend
as defined in section 115, and a distribu-
tion in liquidation referred to in section
27 (g).

The application of the provisions of
section 27 (h), relating to distributions
which are preferrentlal, may be illus-
trated by the following examples:

Example (1). A. B, 0. and D are the
owners of all the shares or cl= A common
stock In the M Corporation, which manke its

€ income tax returns on a calendar year bais.
With the consent of all the shareholders, the
Mf Corporation, on July 15, 1942, dlared a
dividend of 85 a share payable In cash on
August 1, 1942, to A. On September 15, 1942,

it declared a dividend of ,5 a share payable
In cash on October 1, 1942, to B, C, and D.
No allowance for dividends paid for the tax-
able year 1942 ia permitted to the LE Cor-
poration with respect to any part of the
dividends paid on August 1, 1942% and Octo-
ber 1, 1942.

Example (2). The N Corporation, which
makes its income tax returns on the calendar
year basaLs ha a capital of $1C0,00 (con-
cisting of 1,000 shares of common stock of a
par value of $100) and earnfngs or profits
accumulated after February 23, 1913, In the
amount of $50,000. In the year 1942, the IT
Corporation distributes $7,500 in cancella-
tion of Z0 shares of the stock owned by three
of the four shareholders of the corporation.
No allowance for dividends paid Is permissi-
ble under section 27(h) with respect to such
distribution.

Example (3). The P Corporation ha two
cln'e of stock outstanding, 10 shares of
cumulative preferred, owned by E, entitled
to 05 per share and on which no dividends
have been paid for two years, and 10 shgles
of common, owned by P. On December 31,
1942, the corporation distributes a dividend
of 6125, 830 to E and $75 to P. The corpora-
tion I- entitled to no allowance for any part
of such dividend paid, since there has been
a preference to F. If, however, the corpora-
tlon had distributed $10O to E and $25 to F
it would have been entitled to include $125
In Its badic surtax credit as a dividend paid.

[ S.c. 27. Como-Awr mvno-s rnm
,mrr--aS amended by sec. 222 (a), Rev. Act
1939; rec. 1, Pub. Law 18, approved March
17, 1941; sec. 132 (b) (c), Rev. Act 1942.]

(i) Nontaxable distribUtionS. If any part
of a distribution (including stock dividends
and Stock rights) is not a taxable dividend In
the bands of such of the shareholders as are
subject to taxation under this chapter for
the perlod In which the distribution is made,
such Part shall not be included in computing
the basic surtax credit.

§ 29.27 Wi)-1 Nontaxable distrzinrtiow.
No allowance for dividends paid is per-
mitted with respect to any part of the
distribution by a corporation to Its
shareholders which is:

(a) Not out of earnings or profits of
the taxable year or out of earnings or
-profits of the corporation accumulated
subsequent to February 28, 1913 (see sec-
tion 115), or, in the case of distributions
in liquidation, not properly chargeable to
earnings or profits of the corporation ac-
cumulated after February 28,1913, under
§ 29.27 (g)-1;

Cb) In the case of a corporation which
was classified as a personal service cor-
poration under the Revenue Act of 1918
or the Revenue Act of 1921, out of earn-
ings or profits which were taxable in ac-
cordance with the provisions of section
218 of the Revenue Act of 1918 or section
218 of the Revenue Act of 1921 (see sec-
tion 115 (e)); or

Cc) A distribution In stock of the cor-
poration or rights to acquire its stock
which does not constitute income to its
shareholders within the meaning of the
sixteenth amendment to the Constitution
(see section 115 Cf) and §§ 29.115-3 and
29.115-4).

The effect of sections 27 (h) and ()
is that no allowance for dividends paid
may be included in the basic surtax
credit with respect to any distribution
unless each of the shareholders of that
class, who are subject to taxation under
chapter 1 for the period in which the dis-
tribution is made, receives a taxable divi-
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dend as a result of the distribution, (See
also section 27 (g).)

The application of section 27 (1) may
be illustrated by the following examples:

Example (1). A, B, C, and 1) are the share-
holders of the Y Corporation, which makes
its income tax returns on the calendar year
basis, D being an educational corporation ex-
empt from income tax under section 101. On
July 15, 1943, the Y Corporation paid a divi-
dend (within the neaning of section 115) in
cash of $1,000. A and B make their returns
on the calendar year basis, I0ut C makes his
return on the basis of the fiscal year ending
July 31. The Y Corporation is entitled to an
allowance for dividends paid in the amount
of $1,000 with respect to the dividends paid
on July 15.

Example (2). If the facts in the preceding
example are the same, except that A and B
make their returns on the basis of the fiscal
year ending July 31, the Y Corporation is en-
,titled to an allowance for dividends paid in
the amount of $1,O00 with respect to the
dividends paid on July 16. ' °

Smr. 28. CONsENT DIVrENDS cRmr [as
amended by sec. 186 (e), Rev. Act 142].

(a) Definitions. As used in this section-
(1) Consent stock. The term "consent

stock" means the class or classes of stock
entitled, after the payment df preferred divi-
dends (as defined in paragraph (2)), t a
share in the distribution (other than in com-
plete of partial liquidation) within the tax-
able year of all the remaining earnings or
profits, which share constitutes the same
proportion of such distribution regardless of
the amount of such distribution.

§ 29.28 (a) (1)-1 Consent stock. The
term "consent stock," as defined in sec-
tion 28 (a) (1), includes what is generally
known as common stock. It also in-
cludes participating preferred stock, the
participation rights of which are unlim-
ited. The application of section 28 (a)
(1) may be illustrated as follows:

If in the case of the X Corporation
there is only one class'of stock outstand-
ing, it would all be consent stock. If, on
the other hand, there were two classps
of stock, class A and class B, and class'A
was entitled to 6 percent before any dis-
tribution could be made on class B, but
class B was entitled to everything dis--
tributed after class A had received its
6 percent, only class B stock would be
consent stock. Similarly, if class A, after
receiving its 6 percent, was to participate
equally or in some fixed proportion with
class B until it had received a second 6
percent, after which class B alone was
entitled to any further distributions, only
class B stock would be consent stock.
The same result woilid follow if the order
of preferences were class A 6 percent,
then class B 6 percefit, then class A a
second 6 percent, either alone or in con-
junction with class B, then class B the
remainder. If, however, class A stock
Is entitled to ultimate participation
without limit as to amount, then it, too,
may be consent stock. For example, if
class A is to receive 3 percent and then
share equally or in some fixed propor-
tion with class B in the remainder of the
earnings or profits distributed, both class
A stock and class B stock are consent
stock.

[Sre. 28. CoNsENT D rIVrENDs camr-as
amended by sec. 186 (e), Rev. Act 1942.1

[(a) Definitions. As used in t1his sec-
tion-I

(2) Preferred dividends. The term "pre.
ferred dividends' means a distribution (other
than in complete orpartial liquidation), lim-
ited in amount, which must be made on any
class of stock before a further distribution
(other than in complete or partial liquida-
tion) of earnings or profits may be made
within the taxable year.

§ 29.28 (a) (2)-1 Preferred dividends.
The term "preferred dividends," as de-
fined in section 28 (a) (2), includes all
fixed afhounts (whether determined by
percentage of par value, a 'stated return
expressed In a certain number of dollars
per share, or otherwise) the distribution
(other than In liquidation) of which on
any class of stock is a condition prece-
dent; to a further distribution (other
than in liquidation) of earnings or
profits. A distribution, though expressed
In terms of a fixed amount, is not a pre-
ferred dividend, however, unless it is pre-
ferred over a subsequent distribution
within the taxable year upon some other
class or classes of stdck than the one on

-which it is payable. The application of
section 28 (a) (2) may be illustrated as
follows: -,

If, in the case (f the X Corpoiation,
there are only two classes of stock out-
standing, class A and class B, and class
A is entitled to a distribution of 6 per-
cent of par, after which the balance of
the earnings and profits are distributable
on class B exclusively, class A's 6'per-
cent is a preferred dividend. If the-or-
der of preferenices is class A $6 per share,
class B $6 per share, then class A and
class B in fixed proportions -until class
A receives $3 more per share, then class
B the remainder, all of class A's $9 per
share and $6 per share of the amount
distributable on class B are preferred
dividends. The amount which class B
Is entitled to receive in conjunction with
the payment to class A of its last $3 per
share is not a preferred dividend, because
the payment of such amount is preferred
over no subsequent distribution except
one made on class B itself. Finally, if
a distribution must be $6 on class A, $6 on
class B, then on class A and class B share
and share alike, the distribution on class
A of $6 and the distribution on class B
of $6 are both preferred dividends. -

[SE. 28. CoNsE n ivImNs c5EDrr--as
amended by sec. 18a (e), Rev. Act 1942.]

1(a) Definitions. As used in this sec-
tion-]

(3) Consent dividends day. The term
"consent dividends day" means the last; day
of the-taxable year of the corporation, unless
during the last month of such year there
have occurred one or more days on which was
payable a partial distribution (as defined in
paragraph (5)), in which case it-means the
last 'of such days.

§29-28 fa) (3)-1 Consent dividends
day. The term "consent dividends'day"
is defined in section 28 (a) (3). If therd
was no partial distribution (as defined

-in section 28 (a) (5)) payable during,
the last month of the corporation's tax-,
able year, the consent dividends day Is
the last °day of such taxable year. If
there were one or more days during such
last month onwhich was payable a par-,
tial distribution, the, consent dividends
day is the last of such days. The day

upon which shareholders, under the
terms of the resolution of the board of

'directors directing the distribution, are
entitled to receive the distribution is the
day it is payable.

[SEC. 28. COSE=' DIVIDENDS casIT-WS
amended by sec. 186 (e), Rev. Act 1942.]

[(a) Definitions. A used In this sec-
tion-]

(4) Consent distribution. The term "con-
sent distribution" means the distribution
which would have been made if on the con-
sent dividends day (as defined In paragraph
(3)) there had actually been distributed in
cash aid received by each shareholder malk-
ing a consent filed by the corporation under
subsection (d), the specific amount stated in
such consent.

§ 29.28 (a) (4)-i Consent distribu-
tion. The term "consent distribution,"
as defined in section 28 (a) (4), does not
include any actual distributions but is
limited to the hypothetical distribution
evidenced by shareholders' consents.
The consent distribution equals the ag-
gregate of all the amounts specified in
the several consents, whether or not, if
actually distributed, such amounts would
have constituted in whole or in part a
return of capital. Section 28 (a) (4) may
be illustrated by the following exampleI

Example. The X Corporation, which mal:e03
its income tax returns on the calendar year
basis, has only one class of stock outstand-
Ing,'consisting of 600 shares, 200 of whichl
are owned by A, and 300 by B. On December
15, 1942, the corporation distributes to A
$5 per share, or $1,000. On December 81,
1942, B executes a consent to include $1,500
In his gross income as a taxable dividend.
At the beginning of 1942 the corporation
had no accumulated earnings or profits. For
the taxable year 1942 the earnings or profits
are 82,000. Nevertheless the corporation will
be deemed to have made a consent distri-
bution of $1,500 on December 15.

LS=. 28. Co sExT DwVrDEmDS crnrr--at
amended by see. 186 (e), Rev. Act 1942.]

[(a) Definition.. As used in this sec.
tion-

(5) Partial distribution. The term "par-
tial distribution" means such part of an
actual distribution, payable during the last
month of the taxable year of the corpora-
tion, as constitutes a distribution on the
whole or any part of the consent steel: (as
defined in paragraph (1)), which part of
the distribution, if considered by Itself and
not in connection with a consent distrlbu-
tion (as defined in paragraph (4)), would
b . a preferential distribution, as defiled in
paragraph (6).

§ 29.28 (a) (5)-1 Partial distribution.
The term "partial distribution," as de-
fined In section 28 (a) (5), does not in-
clude preferred dividends even though
payable on consent stock. The applica-
tion of section 28 (a) (5) may be illus-
trated by the following example:

Example. The X Corporation, which mal,s
its income tax returns on the calendar year
basis, has only two classes of stock outstand-
Ing, class A and class B, each of which is
consent stock. Class A, consisting of 600
shares, is entitled to a preference of $3 per
share, after which class B, consisting of 500
shares, Is to receive $3 per share, whereupon
class A and class B are entitled to share
equally n any further distributions of carf
Ings or profits. On December 15, 1942, tho
X Corporation distributes $6 per share o
$3,000 on class A stock, and $3 per share o
$1,500 on class B stock. Such distribution,
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to the extent of $1,500 paid on class A stock,
is a partial distribution.

ISOc. 28. CoNsmT DIVZmmNS CRErr-as
amended by sec. 186 (e), Rev. Act 1942.]

[(a) Definitions. As used In this sec-
tion-]

(6) Preferential distributon. The term
"preferential distribution" means a distrlbu-
tion which is not pro rata, or which is with
preference to any share of stock as com-
pared with other shares of the same class,
or to any class of consent stock as-compared
with any other class of consent stock.

1 29.28 (a) (6)-i Preferential distribu-
tion. A preferential distribution is an
actual distribution (other than the dis-
tribution of a preferred dividend as de-
fined in section 28 (a) (2)), or a consent
distribution, or a combination of the two,
upon consent stock, which involves a
preference to one or more shares of stock
as compared with other shares of the
same class or to one class of consent
stock as compared with any other class
of consent stock. Such a preference ex-
ists if there is distributed to any share-
holder (in proportion to the number of
shares held by him) more or less than
his pro rata part of a distribution as
compared with the distribution made to
any other shareholder of the same class,
or if there is distributed to all the share-
holders of one class of consent stock in
the aggregate more or less than their pro
rata part of a distribution as compared
with the distribution made to all the
shareholders of any other class of con-
sent stock. If such preference exists,
the entire distribution is preferential.

Section 28 (a) (6) may be illustrated
by the following examples:

Example (1). The X Corporation, which
makes its income tax returns on the calendar
yiar basis, has one class of consent stock out-
standing, owned in equal amounts by A, B,
and C. On December 15, 1942. the corpora-
tion makes a distribution in cash of $5,000
each to A and B, and $3,000 to C. The dis-
tribution is preferential. If A and B each
receives a distribution in cash of $5,000 and
C consents to include $3.000 In gross income
as a taxable dividend, the combined actual
and consent distribution is preferential.
Similarly, if no one receives a distribution
in cash, but A and B each consents to In-
clude $5,000 as a taxable dividend In gross
income but C agrees to include only $3,000.
the consent- distribution is preferential.

Example (2). The Y Corporation, which
makes its income tax returns on the calendar
year basis, has only two classes of stock out-
standing, each class being consent stock and
consisting of 500 shares.. Class A, with a par
value of $40 per share, is entitled to two-
thirds of any distribution of earnings and
profits. Class B, with a par value of $20 per
share, is entitled to one-third of any distribu-
tion of earnings and profits. OnDecember 15,
1942, there is distributed on the class A stock
$2 per share, or $1,000, and on the class B
,stock $2 per share, or $1,000. The distribution
is preferential, inasmuch as the class B stock
has received more than its pro rata share of
the distribution.

[SEc. 28. CoNstanT DVIDENDS caxrr-as
amended by sec. 186 (e), Rev. Act 1942.]

(b) Corporations not entitled to credit. A
corporation shall not be entitled to a consent
dividends credit with respect to any taxable
year-

(1) Unless, at the close of such year, all
preferred dividends (for the taxable year and,
if cumulative, for prior taxable years) have
been paid; or

(2) If, at any time during such year, the
borporati6n has taken any steps in, or in pur-

suance of a plan of, complete or partial liqui-
dation of all or any part of the consent etodL

§ 29.28 (b)- Payment of preferred
dividends. Section 28 (b) (1) provides
that a corporation shall not be entitled
to a consent dividends credit for any
taxable year, regardless of compliance
with other requirements of section 23,
unless at the close of such year all pre-
ferred dividends (for the taxable year
and, if cumulative, for prior taxable
years) have been paid. Whatever form
such payment takes, it must result in the
complete discharge of the obligation of
the corporation to pay such dividends.
For what constitutes payment of a divi-
dend before the close of the taxable year,
see § 29.27 (b)-2. For what constitutes
a preferred dividend.see section 28 (a)
(2). A preferred dividend will be con-
sidered paid for the purposes of this re-
quirement, even though it is paid as part
of a preferential dividend as defined in
section 27 (h), and the corporation re-
ceives no credit for dividends paid in
consequence thereof.

§ 29.28 (b)-2 Liquidation of consent
stoclo. A corporation Is not entitled to
a consent dividends credit for any tax-
able year in which It has taken any steps
in, or in pursuance of a plan of, complete
or partial liquidation of all or any part
of the consent stock.

Example. The X Corporation, %hlch makes
its Income tax returns on the calendar year
basis, has outstanding on January 1, 1942,
1,000 shares of class A stock, the dividend
rights of which are limited to an annual re-
turn of $6 per share. It alro has outstand-
ing on that date 1,000 haren of class B
stock, which Is entitled to receive the entire
amount of any distribution made of earnings
or profits within the'taxable year after the
payment on class A of $6 per sare. On April
1, 1942, the corporation makes a distribution
in partial liquidation, whereby five share
of class B stock (consent stock) are canceled
or redeemed. The corporation is barred from
obtaining a consent dividends credit for the
taxable year, regardl= of compliance with
other requirements of cectlon 28. If, how-
ever, class A stock (not consent stock), in-

- stead of clas B stock, had bean canceled or
redeemed In the liquidation, the corporation
would not be barred, because of such liquida-
tion, from obtaining a consent dividends
credit.

The mere purchase by a corporation of
Its own stock for investment is not,
within the meaning of section 28 (b) (2),
the taking of any step in, or in pursuance
of a plan of, complete or partial liquda-
tion and will not prevent a corporation
from obtaining a consent dividends
credit for the taxable year.

[SEc. 28. CoNs=.T DnivrDEis caEorr-a
amended by sec. 186 (e), Rev. Act 1942.1

(c) Allowance of credit, There shal be
allowed to the corporation, as a part of its
basio surtax credit for the taxable year: a
consent dividends credit equal to ouch por-
tion of the total sum agreed to be Included
in the gross Income of shareholders by their
consents filed under subsection (d) as it
would have been entitled to include in com-
puting Its basic surtax credit if actual dis-
tribution "of an amount equal to such total
sum had been made in cash and each share-
holder making such a consent had received,
on-the consent dividends day, the amount
specified in the consent.

§ 29.28 (c)-1 Amount of consent divi-
dends credit. The consent dividends
credit forms part of the basic surtax

credit (see section 27 (b) (1)). It con-
sists of the amount which the corpara-
tion woud be permitted to include in its
basic surtax credit as a dividend paid
if it had distributed to each shareholder
whose consent has been filed pursuant
to section 28 (d), and each such share-
holder had received, on the consent divi-
dends day (see section 28 (a) (3)), an
amount equal to the amount specified in
such consent. The amount of the con-
sent dividends credit, therefore, cannot
exceed the sum of the amounts specified
in the several consents. It may, how-
ever, regardless of the fact that such
amounts are treated and taxed in their
entirety to the consenting shareholders
as a dividend (see section 28 (f)), be
smaller than the sum of the specified
amounts, because it is limited to the
amount which would have been allowed
as dividends paid if an actual distribu-
tion had been made.

The provisions of section 28 (c) may be
Illustrated by the following example:

Example. The X Corporation, which makes
itd Income tax returns on the calendar year
basi, has only one ca of stock outstanding,
owned in equal amounts by A and B. It
makes no distributions during the taxable
year. Its earnings and profits for the calen-
dar year 1942 amount to $8,000, there being
at the beginning of such year no accumulated
earnings or profits. A and B execute proper
consents to include $5,000 each in their gross
Income as a dividend received by them on
December 31, I92 The sum of the amount
s-pecified In the consents executed by A and B
is $10,000, but If $10.000 had actualy been
distributed by the X Corporation on Decem-
ber 31. 1942, only $8,000 would have con-
stituted a dividend. The allowance for divi-
dends paid, Includible In the computation of
the badc surtax credit, would have amounted
to only 3.,000. The consent dividends credit
of the corporation, therefore, is limited to88.000.

1S. 28. Coxsxnr mvmmrns =--as
amended by sec. 186 (e), Rev. Act 1942.1

(d) Shareholders' consents. The corpora-
tion shall not ba entitled to a consent divi-
dends credit with respect to any taxable
year-

(1) Unless It fles (in accordance with the
regulations prescribed by the Commissioner
with the approval of the Secretary) with its
return for such year, or within one year after
the date of enactment of the Revenue Act of
1942, In the case of a corporation which Is a
personal holding company for the taxable
year with rezpect to which it clalms the bene-
fits of this section, signed conscents made
under oath by persons who were shareholderm,
on the last day of the taxable year, of the
corporation, of any class of consent stock;
and

(2) Unles- in each such consent the share-
holders agrees that he will include as a tax-
able dividend, In his return for the taxable
year in which or with which the taxable year
of the corporation ends, a specific amount;
and

(3) Unlem the consents filed are made by
Such of the shareholders and the amount
specified in each conent is such, that the
consent distribution would not have been a
preferential distribution-

(A) If thare was no partial distribution
during the last month of the taxable year of
the corporation, or

(B) If there was such a partial distribu-
tion. then when considered in connection
with such partial distribution; and

(4) Unles3 In each consent made by a
shareholder who is taxable with respect to a
dividend only if received from sources within
the United States, such shareholder agrees
that the speciflo amount stated In the con-
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sent shall be considered as a dividend received
by him from sources within the United States;
and

(5) Unless each consent filed is accom-
panied by cash, or such other medium of
payment as the Commissioner may by regu-
lations authorize, in an amount equal to
the amount that would be required by sec-
t n 143 (b) or 144 to be deducted and with-
held by the corporation if the amount speci-
fled in the consent had been, on. the last day
of the taxable year of the corporation, paid
to the shareholder In cash as a dividend.
The amount accompanying the consent shall
be credited against the tax imposed by sec-
tion 211 (a) or 231 (a) upon the shareholder.

§ 29.28 (d)-1 Making and filing of
consents. A consent shall be made in
duplicate on oath or affirmation on Form
972 in accordance with these regulations
and the instructions on the form or is-
sued therewith and may be made only
by or on behalf of a person who was the
actual owner on the last day of the
corporation's taxable year of any class
of consent stock, I. e., the person who
would have been required to include in
gross income any dividends on such stock
actually distributed on the last day of
such year. In the consent such person
must agree:

(a) To include in his gross income for
his taxable year in which or with which
the taxable year of the corporation ends
a specific amount as a taxable dividend;
and

(b) If he is a shareholder who is tax-
able with respect to a dividend only if
received from sources within the United'
States, that the specific amount stated
in his consent shall be considered as a
dividend received by him from sources
within the United States.

A consent may be made at any time
not later than. the due date of the cor-
poration's income tax return for the tax-
able year for which the credit is claimed
(see § 29.53-4) or such consent may be
made at any time not later than one year
after October 21, 1942, if the corporation
was a personal holding company for the
taxable year for which the credit is
claimed. With such return, and not
later than the due date thereof, or in
the case of a personal holding company
referred to in section 28 (d) (1), within
one year after October 21, 1942, the
corporation must file two duly executed
duplicate originals of each consenting
shareholder's consent, and a return on
oath -or affirmation on Form 973, or
Form 973A, in the case of a personal
holding company, showing by classes the
stock outstanding on the first and last
days of the taxable year, the dividend
rights of such stock, distribution made
during the taxable year to shareholders,
and giving all the other information re-
quired by the form.

In the event that any consent filed by
the corporation is made by a shareholder
in the payment to whom of a dividend in
cash, on the last day of the taxable year
of the corporation, the corporAtion would
have been required to deduct and with-
hold any amount as a tax under section
143 (b) or 144, such consent, when filed
by the corporation, must be accompanied
by payment of the amount which would
have been required to be deducted and
withheld if the amount specified in such

consent had, on the last day of the cor-
poration's taxable- year, been paid to the
shareholder in cash as a dividend. Such
payment must be in one of the following
forms:

(1) Cash;
(2) United States postal money order;
(3) dertifled check drawn on a domestic

bank, provided that the law of the place where
the bank Is located does not permit the cer-
tification to be rescinded prior to presenta-
tion;

(4) A cashier's check of a domestic bank;
or

(5) A draflion a domestic bank or a foreign
bank maintaining a United States agency or
branch and payable in United States funds.

The amount of such payment shall be
credited against the tax Imposed by sec-
tion 211 (a) or 231 (a) upon the share-
holder.

§ 29.28 (d)-2 Consent distribution
must be nonpreferential. The applica-
tion of section 28 (d) (3) may be illus-
trated as follows:

Example. The X Corporation, which makes
its income tax returns on the -calendar year
basis, has 200 shares of-atock outstanding,
owned by A and. B in equal amounts. On
December 15, 1942, the corporation distributes
$600 to B and $100 to A. On December 31,
1942, A executes a consent to include $500
in his gross income as a taxable dividend,
though such amount is not distributed to
him. The X Corporation, assuming the other
requirements of section 28 have been com-
plied with, is entitled to a consent dividends
credit of $500. Though considered by them-
selves, both the partial distribution of $700
and the consent distribution of $500 are
preferential, when considered together they
constitute a single nonpreferential distribu-
tion of $1,200.

§29.28 (d)-3 Oveipayments and defi-
ciencies. ' For the refund or credit of
any overpayment, and the assessment or
collection of any deficiency ieferred to
in section 186 (h) of the Revenue Act
of 1942, see §-29.504-6.

[SEc. 28. CoNSENT DiVmENDS cRErr-as
amended by sec. 186 (e), Rev. Act 1942.1 ,
(e) Consent distribution as part of entire

distribution. If during the last month of
the taxable year with respect to which share-
holders' consents are filed by the corpora-
tion under subsection (d) there is made a
partial distribution, then, for the purposes
of this chapter, such partial distribution and
the consent distribution shall be considered
as having been made in connection with each
other and each shall be considered together
with the other as one entire distribution.

§ 29.28 (e)-l Consent and partial dis-
tributions to be considered together.
The rule provided in section 28 (e), that
a consent distribution and a partial dis-
tribution are to be considered ashaving
been made in connection with each
other and as together forming parts of
one entire distribution, is not limited to
the purposes of section 28, but is applica-
ble in connection with any of the pur-
poses of chapter 1. Thus, such rule is to
be applied to determine whether a par-
tial distribution is a preferential dividend
under section 27 (h). See § 29.27 (h)-l.

[Snc. 28. CONSENT mvmENDs camrr-ag
amendted by sec. 186 (e), Rev. Act 1942.1

(f) Taxability of amounts specifie in-
consents. The total amount specified in a
consent filed under subsection (d) shall be

included as a taxable dividend in the grosa
Income of the shareholder making such con-
sent, and, It the shareholder is taxable with
respect to- a dividend only if received from
sources within the United States, shall be
included In the computation of his tax as a
dividend received, from sources within the
United States; regardless of-

(1) Whether he actually so includes It in
his return; and
- (2) Whether the distribution by the cor
poration of an amount equal to the total
sum included in all the consents filed, had
actual distribution been made, would htvo
been in whole or in part a taxable dividend;
and

(3) Whether the corporation is entitled to
any consent dividends credit by reason of the
filing of such consents, or to a credit less
than the total sum included in all the con-
sents filed.

§29.28 (fP-1 Taxability of amounts
specified in consents. Once a share-
holder's consent is filed, the full amount
specified therein shall be Included in his
gross income as a taxable dividend, and,
in cases where the shareholder is taxable
on a dividend only if received from
sources within the United States, shall
be treated as a dividend so received; re-4
gardless of:

(a) Whether he actually so Includes it
In his return;
. (b).Whether he would hve been tax.(

able- on all or any part of such amount
as a dividend if it had been distributed
to him In cash; and

(c) Whether the corporation, as a re-
sult of filing such consents, is entitled
to any consent dividends credit or to a
smaller consent dividends credit than
the sum of the amounts specified in the
several consents.

The groundupon which a consent divi-
dends credit Is denied the corporation
does not affect the taxability to a share-
holder whose consent has been filed of
the amount specified In his consent.
Thus' he Is taxable on the full amount
so specified, though the corporation re-
calves no credit or a smaller credit than
the sum of the amounts specified In the
consents because the corporation has
no earnings and profits or a smaller
amount of earnings and profits than the
sum of the amounts specified In the con-
sents. The full amount specified in a
shareholder's consent which has been
filed Is also taxable to him as a dividend
though a consent dividends credit Is de-
nied the corporation because (1) pre-
ferred dividends have not been paid, (2)
part or all of the consent stock has been
in a state of liquidation at any time
during the taxable year, (3) the distrbu-
tion of which the consent distribution Is
a part Is preferential, (4) a consenting
shareholder who is taxable with respect,
to a dividend only if, r e c e i v e d from
sources within the United States fails to
agree that the amount specified in his
consdnt shall be considered as a dividend
received by him from sources within the
United States, or (5) payment has not
been made as required by section 28 (d)
(5) and § 29.28 (d)-1.

[SEC. 28. CONSENT DIVIDENDS CfrD1T-a
amended by sec. 186 (o)P, Rev. Act 1042.1

(g) Corporate shareholders. If the share-
holder who makes the consent is- a corpora-
tion, the amount-specified In the consent,

14960



FEDERAL REGISTER, Wednesday, November 3, 1913

shall be considered as part of its earnings
or profits lor the taxable year, and shall be
included in the computation of Its accumu-
lated earnings and profits.

§ 29.28 (g)-1 Treatment of amount
- specifted in consent of corporate share-

holder. From the standpoint of comput-
ing a shareholder's income for a taxable
year relative to which he has agreed to
include a specific amount in gross in-
come, such amount is treated exactly
as though such shareholder had received
in cash a taxable dividend equal to the
amount specified in his consent. There-
fore, in the case of a corporate share-
holder, such amount shall be included in
the- computation-of its earnings and
profits for the taxable year and its ac-
cumulated earnings and profits as of the
close of the taxable year. The effect of
a corporate shareholder's consent upon
the computation of its earnings and
profits may be illustrated as follows:

Example. The X Corporation has one
,shareholder, the Y Corporation, whose con-
sent to include $10,000 in Its gross income
for the calendar year 1942 has been duly
made and filed. The earnings and profits of
the X Corporation for the calendar year 1942
amount to only $8,000, therd being at the
beginning of such year no accumulated
earnings or profits. t'he Y Corporation must
nevertheless include in its gross income
$10,000 as a taxable dividend. Assume the
Y Corporation to have begun the year 1942

* -with $5,000 accumulated earnings and profits.
to have made no distributions during the
year, and (without considering the amount
specified in its consent) to have had neither

.profit nor loss during the year. Its earnings'
and profits for the year will be $10,000 and
its accumulated earnings and profits at the
close of the year will be $15.000.

[SEc. 28. Coxs=T- -nr avmms cn=orr-as
amended by sec. 186 (e), Rev. Act 1942.]

(h) Basis of stock in hands of share-
holders. The amount specified in a consent
made under subsection.-4d) shall, for the
purpose of adjusting the basis of the consent
stock with respect to which the consent was
given, be treated as having been reinvested
by -the shareholder as a contribution to the
capital of the corporation; but only in an
amount which bears the same ratio to the
consent dividends credit of the corporation
as the amount of such shareholder's consent
stock bears to the total amount of consent-
stock with respect to which consents are
made. I

(i) Effect on capital account of corpora-
tion. The amount of the consent dividends
credit allowed under subsection (c) shall be
considered as paid in" surplus or as a contri-
bution to the capital of the corpoiation, and
the accumulated earnings and profits as of
the close of the taxable year shall be cor-
.respondingly reduced.

§ 29.28 (i)- Effect on basis of stock
in hands of shareholders and capital ac.
count of corporation. The application
of sections 28 (h) and 28 (1) may be
illustrated by the following example:

Example. The X Corporation, which
makes its Income tax returns on the calendar
year basis, has only one class of stock out-
standing, owned entirely by A and B in
equal amounts. A makes a consent to in-
clude $50 in his gross income as a dividend,
but B refuses to do so. The X Corporation
therefore distributes $50 to B in cash during
the last month of its taxable year 1942. The
consent distribution evidenced by A'a con-
sent and the actual distribution to B are
treated together, as though one distribution
'of $100 had been made. The earnings and

profits of the X Corporation for 1942. how-
ever amount to only $0, there being at
the beginning of such year no accumulated
earnings or profits. If, therefore, the entire
$100, which is the sum of A's content dis-tr-
bution and B's actual distribution, had been
actually distributed, EO percent thereof
would have been a dividend, includible In
the X Corporation's basic surtax credit, and
20 percent a return of capital. Applying this
principle to the facts stated, the following
results are obtained:

(1) In the case of the X Corporation-
(a) Its consent dividends credit 13 $40,

being 80 percent of the amount specified in
A's consent;

(b) Its basle aurtax credit. as-suming it
has no net operating loss in the preceding
year and no bank alillato credit, Is 080. com-
posed of a consent dividends credit of 40
and an allowance for dividends paid of $40;

(c) The amount of Its accumulated earn-
ings and profits as of the clozo of the taxable
year is zero, because of the transfer of 40
(the amount of the content dividends credit)
from earnings and profits to capital account
and the deduction of an additional $40 on
account of dividends paid to B. If, there-
fore, in the following year the X Corporation
has no earnings and pyoats but nevertheless
makes a distribution to shareholders, no part
of such distribution will a a dividend, but
It will all constitute a return of capital.

(2) In the case of A-
(a) A is taxable on M0 as a dividend:
(b) The basis of his stock Is Increased by

$40, his pro rata share, 1. e., all, of the con-
sent dividends credit.

(3) In the case of B-
(a) B is taxable on $40 as a dividend;
(b) The basis of his stock is reduced by

$10.
[Sm. 28. CoNSENT nDIVDmS cmrr-as

amended by sec. 186 (e), Rev. Act 1942.1
(j) Amounts not included in shareholders'

return. The failure of a shareholder of con-
sent stock to include In his gram Income for

.the proper taxable year the amount specified
in the consent made by him and filed by the
corporation, shall have the same effect with
respect to the deficiency resulting therefrom.
as is provided in section 272 (f) with respect
to a deficiency resulting from a mathematical
error appearing on the face of the return.

CREDITS AGAINST TAX
Sm. 31. TAXS oi romsz; couscr.ms Aim

PosSEssIoNs or u n= =T~MM.
The amount of income, war-profits, and

excess-profits taxes impowsd by foreign coun-
tries or posseslons of the United States shall
be allowed as a credit against the tax, to the
extent provided in section 131.

Sm. 32. T&xrs wrHE~v AT sourc.
The amount of tax withheld at the sourco

under section 143 or 144 shall be allowed as
a credit against the tax.

Ste. 33. CEnrrron ovAzPAY=xa.
For credit against the tax of overpayments

of taxes Imposed by this chapter for other
taxable years, see section 322.

Stc. 34. Cnzrrs AGAuIsT vxcronr TAx [as
added by sec. 172 (f), Rev. Act 1942, and
amended by sec. 2 (b), Current Tax Payment
Act 1943].

For credits against victory tax, re sections
453 and 454. [No=: Prior to Its amendment
by sec. 2 (b), Current Tax Payment Act 1943,
such amendment being effective July 1, 1943,
section 31 reads as follows: 'Tor credits
against victory tax, see cection 453, 454. and
466 (e)!:']

SEC. 35. Cnrn nOs TAx wrm orr wcm
[as added by sec. 172 (f), Rev. Act 1942, cod
amended by sec. 3, Current Tax Payment A t
19431.

The amount deducted and withheld as tax
under Subehapter D of Chapter 9 during
any calendar year upon the wages of any
individual shal be allowed as a credit to the

recipient of the income against the tax Int-
posed by this chapter for the taxable year
be nuning In such calendar year. It more
than one taxable year begins In any such
calendar year such amount shall be allowed
as a credit agrainst the tax for the last taxable
year so beginning. [Nor-. Prior to its
amendment by sec. 3, Current Tax Payment
Act 1943. section 35 read as follows: "For
credits against the 'tax withheld on wages,
see section M6 (e):'1]

ACCOUNTING PERIODS AND ZIETHODS Or AC-
COUING

Src. 41. Gm aAL nu=.
The net income shall be computed upon

the bas of the taxpayer's annual account-
ing period (fLscal year or calendar year, as
the case may be) In accordance with the
method of accounting regularly employed
In keeping the books of such taxpayer; but
If no such method of accounting has been
to employed, or if the method employed does
not learly reflect the income, the compu-
tation shall be made in accordance with such
method as in the opinion of the Commis-
cioner does clearly reflect the income. If the
taxpayer's annual accounting period is other
than a fitcal year as defined in section 43 or
It the taxpayer has no annual accounting
period or does not keep books, the net in-
come shall be computed on the basis of the
calendar year.

For uo of Inventories, see section 22 (c).

§ 29.41-1 Computation of net income.
Net income must be computed with re-
spect to a fixed period. Usually that
period is 12 months and is known as the
taxable year. Items of income and of
expenditure which as gross income and
deductions are elements in the computa-
tion of net income need not be in the
form of cash. It is sufficient that such
items, if otherwise properly included in
the computation, can be valued in terms
of money. The time as of which any
item of gross income or any deduction
is to be accounted for must be deter-
mined n the light of the fundamental
rule that the computation shall be made
in such a manner as clearly reflects the
taxpayer' income. If the method, of
accounting regularly employed by him in
keeping his books clearly reflects his in-
come, It is to be followed with respect to
the time as of which items of gross in-
come and deductions are to be accounted
for. (See §§ 29.42-1 to 29.42-3, inclu-
sive.) If the taxpayer does not regularly
employ a method of accounting which
clearly reflects his income, the computa-
tion shall be made in such manner as in
the opinion of the Commissioner clearly
reflects it.

§ 29.41-2 Bases of computation and
changes in accounting methods. Ap-
proved standard methods of accounting
will ordinarily be regarded as clearly re-
flecting income. A method of accounting
will not, however, be regarded as clearly
reflecting income unless all items of gross
Income and all deductions are treated
with reasonable consistency. See section
48 for definitions of "paid or accrued"
and "paid or incurred" All items of
gross income shall be includea in the
gross income for the taxable year in
which they are received by the taxpayer,
and deductions taken accordingly, unless
In order clearly to reflect income such
amounts are to be properly accounted
for as of a different period. But see
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sections 42 and 43. See also-section 48.
For instance, in any case in which it
is necessary to use an inventory, no
method of accounting in regard to
purchases and sales will correctly re-
flect income except an accrual method.
A taxpayer is deemed to have received
items of gros income which have -been
credited to or set apart for him without
restriction. (See §§ 29.42-2 and 29.42-3.)
On the other hand, appreciation in value
of property is not even an accrual of in-
come to a taxpayer prior to the realiza-
tion of such appreciatibn through sale
or- conversion of the property. (But see
§ 29.22 (c)-5.)

The true income, computed under the
Internal Revenue Code and, if the tax-
payer keeps books of account, in accord-
ance with the method of accounting reg-
ularly employed in keeping such books
(provided the method so used is properly
applicable in determining the net income
of the taxpayer for purposes of taxation),
shall in all cases be entered in the return.
If for any reason the basis of reporting
income subject to tax is changed, the
taxpayer shall attach'to his return a
separate statement setting forth for the
taxable year and for the preceding year
the classes of items differently treated
under the two systems, specifying in par-
ticular all amounts duplicated or entirely
omitted as the result of such change.

A taxpayer who changes the method
of accounting employed in keeping his
books shall, before computing his income
upon such new method for purposes of
taxation, secure the consent of'the Com-
missioner. For the purposes of this sec - '
tion, a change in the method of account-
ing employed in keeping books means
any change in the accounting treatment
of items of income or deductions, such
as a change from, cash receipts and dis-
bursements method to the accrual
method, or vice versa; a change involv-
ing the basis of valuation employed in
the computation of inventories (see
§§ 29.22 (c)-1 to 29.22 (c)--8, inclusive) ;
a change from the cash or accrual
method to the long-term contract
method, or vice versa; a change in the
long-term contract method from the
percentage of completion basis to the
completed contract basis, or vice versa
(see § 29.42-4); or a change involving
the adoption of, or a change in the use
of, any other specialized basis of com-
puting net income such as the crop basis
(see § 29.22 (a)-7 and 29.23 (a)-11).
Application for permission ,to change
the method of accounting employed
and the basis upon which the return
Is made shall be filed within 90
days after the beginning of the tax-
able year' to be covered by the return.
The application shall be accompanied
by a statement specifying the classes of
items differently treated under the two
methods and specifying all amounts
which would be duplicated or entirely
omitted, as a result of the proposed
change. Permission -to change the
method of accounting will not be
granted unless the taxpayer and the
Commissioner agree to the terms and
conditions under which the change will
be effected. See section 22 (d) and reg-
ulations thereunder with respect to

changing to optional method of inven- a taxpayer shall make his return on tho
torying goods, basis upon which he made his return -for

Section 44 contains special provisions the taxable year immqdiately preceding,
for reporting the profit derived from the unless, with the approval of the Corn-
sale of property on the installment plan. missioner, he has changed his account-(

The foregoing requirements relative to ILng period. See § 29.46-1.
a change of accounting method are not S. 42. PEniOD nx .vmcn nm or onoss
applicable if a taxpayer desires to adopt n,,,= n~cunv [as amended by seeg. 114,
the installment basis of returning in- 115'(a), Rev. Act 1941; see. 134 (a) , Rev. Act.
come, as provided in § 29.44-1, but are 19421.
applicable if a taxpayer desires to change (a) General rale. The amount of all ItemS
from -such basis to a straight accrual of gross income shall be Included In the gr.5
basis. In case where permission to make income for the taxable year In which ra-
such change is granted, the taxpayer will celved by the taxpayer, unless, under rnath-
be required to return as additional n- ots of accounting permitted under section 41,forequid thetxabe yea in i . any such amounts are to be properly ac-
come for the taxable year in which the counted for as of a different porlod. In the
change is made all the profit not there- case of the death of a taxpayer whose net
tofore returned as income pertaining to income is computed upon the basis of the
the payments due on installmekit sales accrual method of accounting, amounts (ex-
contracts as of the close of the preceding cept amounts includible In computing a
taxable year. partner's net Income under section 182)

accrued only by reason of the death of the
§ 29.41-3. Methods of accounting. It taxpayer shall' not be included In computing

Is recognized that no uniform method of net income for the period In which falls the
accounting can be prescribed for all tax- date of the taxpayer's death. (For appliea-
payers, and the law contemplates that tion of this subsection to taxable years be-
each taxpayer shall adopt such forms ginning before January i, 1043, see § 2042-1
and systems of accounting as are in his (b) loninterest-bearing obligations issued
judgment best suited 'to his purpose. at discount. If, In the case of a taxpayer
Each taxpayer is required by law to make owning any noninterest-bearing obligation
a return of his true income. He must, issued at a discount and redeomable for
therefore, maintain such accounting fixed amounts increasing at stated Intervals,
records as will enable him to do so. "(See the increase In the redemption price of such
section 54 and § 29.54-1.) Among the 6bligation occurring In the taxable year does
essentials are the following: not (under the method of accounting used

in computing his net Income) constitute ln-1
(a) In all cases in which the produc- come to him In such year, such taxpayer

tion, purchase, or sale of merchandise of may, at his election made In his return for
any kind is an income-producing factor, any taxable year beginning after December
inventories of the merchandise on hand 31, 1940, treat such Increase as income ro-
(including finished goods, work in proc- ceived In such taxable ycai. If any such
ess, raw materials, and supplies) should election is made with respect to any such
be taken at the beginning and end of the obligation, It shall apply also to all such
year and used in computing the net in- obligations owned by the taxpayer at the

beginning of the first taxable year to which
come of the year (see section 22 (c) and It applies and to all such obligations there-
§§ 29.22 (c)-1 to 29.22 (c)'-8, inclusive); after acquired by him and shall be binding

(b) rxpenditures made during the for all subsetuent'taxable years, unles upon
year should be properly classified as be- application by the taxpayer the Commls-
tween capital and expense; that is to say, sioner permits him, subject to such condi-
expenditures for items of plant, equip- tions as the Commissioner deems necessary
ment, etc., which have a usefui life ex- to change to a different method. In the caso

su satalybyn tey -.,.-of any such obligations owned by the tax-
tending payer at the beginning of the first taxable
should be charged to a capital account year to which his election applies, the in-
and not to an expense account; and crease In the redemption price of such obli-

(c) In any case in which the cost of gations occurring between the date of a-
capital assets is being recoVered through qulsition and thse first day of such taxable
deductions for wear and tear, depletion, year shall also be treated as income received
or obsolescence, any expenditure (other in such taxable year.
than ordinary repairs) made to restore (c) Short-term obligations issued on dis-

count basis. In the case of any obligationthe property or. prolong its useful life of the United States or any of its poosessions,
should be added to the property account or of a State or Territory, or any political
or charged against the appropriate re- subdivision thereof, or of the District of
serve and not to current expenses. Columbia, Issued on or after March 1, 1041,

on a discount basis and payable without In-
§ 29.41-4 Accounting period. The re- terest at a fixed maturity date not exceeding

turn of a taxpayer is made and his in- one year from the date of Issue, the amount
come computed for his taxable year, of discount at which such obligation Is orig-
which in general means his fiscal year, inally sold shall not be considered to accrue
or the calendar year if he has not estab- until the date on which such obligation Is
lished a fiscal year. (See section 48.) paid at maturity, sold, or otherwise disposed
The term "fiscal year" means an account- of.
ing period of 12 months ending on the § 29.42-1 When included in gross in-
last day of any month other than De- come-(a) In general. Except as other.,
cember. No fiscal year will; however, wise provided in section 42, gains, profits,
be recognized unless before its close it
was definitely established as an account- and income are to be included In the
ing period by the taxpayer and the books gross income for the taxable year In
6f such taxpayer were kept in accordance which they are received by the taxpayer,
therewith. A person having no such unless they are included as of a different
fiscal year must make his return on the period in accordance with the approved
basis of the calendar year. Except in method of accounting followed by him.
the case of a first return for income tax (See §§ 29.41-1 to 29.41-3, InclUsive.) (As
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to income from noninterest-bearing ob.
ligations issued at discount, see § 29.42-A,
and as to income from short-term obli-
gations issued on a discount basis, see
§ 29.42-7.) If na determination of com-
pensation is had until the completion
of the services, the amount received is
ordinarily income -for the taxable year
of its determination, if the return is ren-
dered on the accrual basis; or, for the
taxable year in which rceived, if the
return is rendered on the receipts and
disbursements basis. If a person sues in"one year on a pecuniary claim or for
property, and money or property is re-
covered onia judgment therefor in a later
year, income is realized in the later year,
assuming that the money or property
would have been income in the earlier
year if then received. This is true of
a recovery for patent infringement. Bad
debts or accounts charged off subsequent
to March 1, 1913, because of the fact
that they were determined to be worth-
less,, which are subsequently recovered,
whether or not by suit, constitute income
for the year in which recovered, regard-
less of the date when the amounts were
charged off. (See § 29.23 (k)-l.) Such
items as claims for compensation under
canceled Government contracts consti-
tute income for the year in which they
are allowed or their value is otherwise
definitely determined, if the return is
rendered on the accrual basis; or for the
year in which received, if the return is
rendered on the basis of cash receipts
-and disbursements.

(b) Last taxable Year of decedent. <-f
the taxable year in which falls the date
of the death of a taxpayer began-on or
after January 1, 1943, then there shall
be included in computing net income for
such year only amounts properly in-
cludible under the approved method of
accounting followed by the taxpayer, or,
if the taxpayer followed no such method,
only amounts received during such year.
However, if the taxpayer followed the
accrual method of accounting, amounts
accrued only by reason of his death shall
not be included in computing net income
for such year, except that, if the taxpayer
was a member of a partnership, his share
of the partnership income for the part-
nership year ending with its dissolution
on account of his death shall be included
in computing his net income. The ap-
proved accounting practice of the part-
nership in computing its income shall
not be changed by reason of the tax-
payer's death. Thus, if the partnership
computed its income on the basis of cash
receipts and disbursements, the partner-
ship income for the year ending with the
dissolution, a distributive share of which
is included in the taxpayer's income,
shall be so computed. If the partnership
used the accrual method of accounting,
its income shall be computed according
to such practice. For example, if a law
partnership keeping its books on the ac-
crual method of accounting is entitled
to certain contingent fees which are ac-
.crued only upon the completion of the
cases involved, such partnership will
compute its income for the year ending
with its dissolution on acdount of the
death of the taxpayer without accruing,
on account of the death of the partner

at such time, any such contingent fees
in uncompleted cases. Under section 126,
any distribution by the partnership to
the estate or a beneficiary of the de-
ceased partner out of such fees will be
income to such estate or person. There
must also be included In computing net
income for the taxable year in which
falls the date of death of a taxpayer the
gain described In section 44 (d), relating
to gain upon the disposition of install-
ment obligations, except as otherwise
provided in that section. See § 29.44-5.
This amount must be Included in com-
puting net income regardless of the
m~ethod of accounting followed by the
taxpayer.

Section 134 (a) of the Revenue Act
of 1942 changed the last sentence of sec-
tion 42 (a) of the Internal Revenue Code
to Its present form, as set forth above.
Prior to such change, the last sentence of
section 42 (a) provided as follows:

In the case of the death of a taxpayer there
shall be Included in computing net income
for the taxable period In which falls the date
of his death, amounts accrued up to the date
of his death if not othervio properly in-
cludible In respect of such period or a prior
period.

Section 134 (f) of the Revenue Act of
1942 provides that the change in the last
sentence of section 42 (a) shall be ap-
plicable to taxable years beginning after
December 31, 1942. Section 134 (g) of
the Revenue Act of 1942 provides that
such change shall be applicable to tax-
able years beginning before January 1,
1943, if the executor, the administrator,
or other personal representative of the
taxpayer and the persons who acquire
as beneficiaries of his estate or by rea-
son of his death his right to receive any
income make the election provided in
such section 134 (g) (see § 29.126-4) to
have the amendments made by section
134 apply to the law in effect for such
taxable years. Accordingly, if the tax-
able year in which falls the date of the
death of a taxpayer begins before Janu-
ary 1, 1943, the provisions of the first
paragraph of this paragraph (b) are ap-
plicable only if such election has been
made. See § 29126-4, relating to such
election and to the method of comput-
ing, and limitations with respect to,
credit or refund of any overpayment
which is a result of such election. If
such election is not made, then there
shall be included in computing net In-
come for such taxable year, in addition
to the amounts described in paragraph
(a) of this section, all amounts accrued
up to the date of the taxpayer's death
which are not otherwise properly in-
eludible in respect of such taxable year
or a prior taxable year, regardless of the
fact that the decedent may have kept
his books and made his return on the
basis of cash receipts and disbursements.

§ 29.42-2 Income not reduced to Vos-
session. Income which is credited to the
account of or set apart for a taxpayer
and which may be drawn upon by him
at any time is subject to tax for the year
during which so credited or set apart,
although not then actually reduced to
possession. To constitute receipt in such
a case the income must be credited or

set apart to the taxpayer without any
substantial limitation or restriction as
to the time or manner of payment or
condition upon which payment is to be
made, and must be made available to
him so that it may be drawn at any time,
and its receipt brought within his own
control and disposition. A book entry
if made, should indicate an absolute
transfer from one account to another.
If a corporation contingently credits its
employees with bonus stock, but the
stock is not available to such employees
until some future date, the mere credit-
ing on the books of the corporation does
not constitute receipt.

§ 29.42-3 Examples of constructive
receipt. If ihterest coupons have ma-
tured and are payable, but have not been
cashed, such interest, though not col-
lected when due and payable, shall be
included In gross income for the year
during which the coupons mature, unless
It can be shown that there are no funds
available for payment of the interest
during such year. The Interest shall be
included in gross income even though
the coupons are exchanged for other
property instead of eventually being
cashed. The amount of defaulted cou-
pons is income for the year in which
paid. Dividends on corporate stock are
subject to tax when unqualifiedly made
subject to the demand of the share-
holder. If a dividend is declared payable
on December 31 and the corporation in-
tended to and did follow its practice of
paying the dividends by checks mailed
so that the shareholders would not re-
ceive them until January of the following
year, such dividends are not considered
to have been unqualifiedly made subject
to the demand of the shareholders prior
to January, when the checks were actu-
ally received. As to the distributive
share of the profits of a partner in a part-
nership, see section 188. Interest cred-
ited on savings bank deposits, even
though the bank nominally has a rule,
seldom or never enforced, that it may
require so many days' notice before with-
drawals are permitted, is income to the
depositor when credited. An amount
credited to shareholders of a building
and loan association, when such credit
passes without restriction to the share-
holder, has a taxable status as income
for the year pf the credit. If the amount
of such accumulations does not become
available to the shareholder until the
maturity of a share, the amount of any
share in excess of the aggregate amount
paid in by the shareholder is income for
the year of the maturity of the share.

§ 29.42-4 Long-term contracts. In-
come from long-term contracts is tax-
able for the period in which the income
Is determined, such determination de-
pending upon the nature and terms of
the particular contract. As used in
this section the term "long-term con-
tracts" means building, installation, or
construction contracts covering a period
in excess of one year from the date of
execution of the contract to the date
on which the contract is finally com-
pleted and accepted. Persons whose in-
come is derived in whole or in part fiom
such contracts may, as to such income,
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prepare their returns upon either of the
following bases:

(a) Gross income derived from such
contracts may be reported upon the basis
of percentage of completion. In such
case there should accompany the return
certificates of architects or engineers
showing the percentage of completion
during the taxable year of the entire
work to be performed under the con-"
tract. There should be deducted from
such gross income all expenditures made
during the taxable year on account of
the contract, account being taken of the
material and supplies on hand at the
beginning and end of the taxable period
for use in connection with the work un-
der the contract but not yet so applied.

(b) Gross income may be reported for
the taxable year in which the contract
is finally completed and accepted if the
taxpayer elects as a'consistent practice so
to treat such income, provided such
method clearly reflects the net income.
If this method is adopted there should
be deducted from gross income all ex-
penditures during the life of the contract
which are properly allocated thereto,
taking into consideration any material
and supplies charged to the work under
the contract but remaining on hand at
the time of completion. .

A taxpayer may change his method of
accounting to accord with paragraph (a)
or (b) of this section only after per-
mission is secured from the Commis-
sioner as provided in § 29A1-2.-

§ 29.42-5 Subtraction for redemption
of trading stamps. If a taxpayer, for the
purpose of promoting his business, issues
with sales trading stamps or premium
coupons redeemable in merchandise or
cash, he should in computing the income
from such sales subtract only the amount
which will be required for the redemption
of such part of the total issue of trading
stamps or premium coupons issued dur-
ing the taxable year as will eventually
be presented for redemption. This
amount will be determined in the light
of the experience of the taxpayer in his
particular business and of other users of
trading stamps or premium coupons en-
gaged In similar businesses. The tax-
payer shall file for each of the five pre-
ceding years, or such number of these
years as stvimps or coupons have been
Issued by him, a statement showing:.

(a) The total issue of stamps during
each year;

'(b) The total stamps redeemed in each
year; and

(c) The rate, in percentage, which the
stamps redeemed in each year bear to
the total stamps issued in such year, re-
gardless of the year when such redeemed
stamps were issued.

A similar statement shall also be pre-
sentedshowing the experience of other
users of stamps or coupons whose ex-
perience is relied upon by the taxpayer to
determine the amount to be subtracted
from the proceeds of sales. The Com-
missloner will examine the basis used in
each return, and in any case in which
the amount subtracted in respect of such
stamps or coupons is found to be ex-
cessive, appropriate adjustient will be
made.

-§ 29.42-6 Nonfnterest bearing obli-
gations -issued at discount. If a tax-
payer owns any noninterest-bearing ob-
ligation Issued at a discount and re-
deemable for fixed amounts increasing
at stated intervals, and if the increase
In redemption price of such obligation
occurring in the taxable year does not
constitute income for such year under
the method of accounting used in com-
puting his net income, the taxpayer may,
at his election, treat such increase as
constituting income for the year 4a which
it occurs rather than in the year in which.
the obligation is disposed of, redeemed,
or paid at maturity. The election mjst
be made in the taxpayer's return, and
may be made for any taxable year. The
election shall apply also to all other.
obligations of the type described in this
section owned by the taxpayer at the.
beginning of the first taxable year to
which the election applies and to those
thereafter acquired by him. It shall
apply to the taxable year for which such
return is filed, and shall be binding for
all subsequent taxable years unless up-
on application by the taxpayer the Com-
missioner permits the taxpayer, subject
to such conditions as the Commissioner
deems necessar'y, to change to a different
method of reporting income from such
obligations. -'Although the election, once
made, is binding upon the taxpayer, it
does not apply to a transferee of such
taxpayer.

In any case in which an election is
made under this section, the amount
considered to accrue in any taxable year
to which the election applies is measured
by the actual increases in the redemp-
tion price occurring in that year. Such
amount shall not be considered to ac-
crue ratably between the dates on which
the redemption price changes. Thus, if
two dates on which the redemption price
increases fall within a taxable year and.
if the redemption'price increases in the
amount of 50 cents on each such date,
the amount deemed to accrue in that
year would be $1. If at the beginning
of the first taxable year to which the
election applies the taxpayer owns non-
interest-bearing bonds .of the prescribed
character acquired prior thereto, he Is
required to report in such year, in ad-
dition to the increases in the redemption
price actually falling within that year,
the total of the increases in such price
occurring between the date of his ac-
quisition and the beginning of such year.
-Eam ple. Throughout the calendar year

1945, a taxpayer who makes his income tax
returns on the calendar year basis and com-
putes his net ncome on the cash receipts and
disbursements basis holds the following
United States bonds:

(a) United States savings bonds having a
maturity value of $10,000, which he pur-
chased on January 1, 1938, for $7,500. The
entire increase In the redemption price of
these bonds Is exempt from normal tax but
only such. part of the increase as is attrlbu-
table to $5,000 In principal amount (purchase
price) of- such bongis is exempt from the
surtax.

(b) United States Defense savings bonds,
Series E, having a maturity value of $5,000,
vhich he purchased on January 1, 1942, for
$3,750. The increase in the redemption price

of these bonds is subject to both the normal
tax and the surtax.

(c) United States savings bonds, Defense
Series F, having a maturity value of $10,000,
which he purchased on JanUary 1, 1944, for
$7,400. The increase in the redemption price
of these bonds is subject to both the normal
tax and the surtax.
The taxpayer holds no other obligations of
the type described In this section. In his
zeturn for 194$ the taxpayer elects to treat
the Increases In the redemption prices of
such bonds ocurring In such year as In-
come to him for such year. Under this
section he is required In such return to re-
port with respect to such bonds $250 as
subject to normal tax and $750 as subject
to surtax, determined as follows:

Subject to Subject to
normal lax surtax

n.In- In- In,
p crcisr s prior In
to I to 19W6

1945 1015 19 15

'Bonds acquired Jan. 1,
------ None Nno W1O $100

Bonds acquired Jan. 1,
1942. ----------------- $100 $100 100 100

Bonds acquired Jan. 1,
1944 ................. None 0 None to

Tota ............. . $210 $76Q

In the case of the United States savingo
bonds acquired on January 1, 1938, the in-
-creases of $400 and $100 in the redemption
,price are attributable to the principal
amount (purchase price) In excess of 05,000.

q29.42-7 S ho or t- erm obligations
issued on discount basis. In the case of
any obligation of the United States or
any of its possessions, or of a State or
'Territory, or any political subdivision
thereof, or of the District of Columbia,
issued on or after March 1, 1941, on 6
discount basis and payable without in-
terest at a fixed maturity date not ex-
ceeding one year from the date of issue,
the amount of discount at which such
obligation is originally sold shall not be
considered to accrue until the date on
which such obligation is paid at ma-
turity, sold, or otherwise disposed of.
Accordingly, if a taxpayer who computes
his net income on the accrual basis pur-
chases upon issuance a United States
Treasury bill issued on or after March 1,
1941, and holds it until maturity, the
entire amount of the discount at which
the bill was originally sold accrues on
the date of maturity; and if stich a tax-
payer holds a United States Treasury
bill Issued on or after March 1, 1941, for
a period less than its life, the portion of
the original discount attributable to such
period accrues only on the date on which
he sells or otherwise disposes of the bill
or receives payment at maturity. The
original discount or the portion of such
discount, as the case may be, is includi.
ble only in the gross income for the tax-.
able year in which the taxpayer sells or
otherwise disposes of the bill or receives
payment at maturity. For examples il-
lustrating rules for computation of in-
come from sale or other disposition of
obligations of the type described In this
section, see § 29.117-1.
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SEc. 43. Pmuoo ron wmcH nimucZoNs mN

Cmrfs*TANS' [as amended by sec. 134 (b),
Rev. Act 1942].

The deductions and credits (other than the
corporation dividends paid credit provided
in section 27) provided for in this chapter
shall be taken for the taxable year in which
"paid or accrued" or "paid or incurred", de-
pendent upon the method of accounting
upon the basis of which the net income Is
computed, unless in order to clearly reflct
the income the deductions or credits should
be taken as of a different period. In the case
of the death of a taxpayer whose net income
is computed upon the basis of the accrual
method of accounting, amounts (except
amounts includible in computing a partner's
net income under section, 182) accrued as
deductions and credits only by reason of the
death of the taxpayer shall not be allowed in
computing net incomne for the period in
which falls the date of the taxpayer's death.
[NOT. For application of this section to
taxable years beginning before January 1,
1943, see § 20.43-1 (b).]

§ 29A3-1 "Paid or incurred" and "Paid
or accrued." (a) The terms "paid or in-
curred" and "paid or accrued" will be
construed according to the'method of
accounting upon the basis of which the
net income is computed by the taxpayer.
(See section 48 (c).) The deductions
and credits provided for in chapter 1
(other than the dividends paid credit
provided in section 27) must be taken
for the taxable year in which "paid or
accrued" or "paid or incurred," unless
in order clearly to reflect the income such
deductions or credits should be taken
as of a different period. If a taxpayer
desires to claim a deduction or a credit
as of a period other than the period in
which it was -'paid or accrued" or "paid
or incurred," he shall attach to his re-
turn a statement setting forth his re-
quest for consideration of the case by the
Commissioner together with a complete
statement of the facts upon which he
relies. However, in his income tax re-
turn he shall take the deduction or credit
only for the taxable period in- which it
was actually "paid or incurred," or "paid
or accrued," as the case may be. Upon
the audit of the return, the Commis-
sioner will decide whether the case is
within'the exception provided by the 1117
t~rna Revenue Code, and the taxpayer
will be advised as to the period for which
the deduction or credit is properly allow-
able.

In any case in which, owing to mone-
tary"exchange, or other restrictions im-
posed by a foreign country, an amount
otherwise constituting gross income for
the 'taxable year from sources without
the United States ,is not includible in
gross income of the taxpayer for that
year, the deductions and credits charged
against the amount so restricted shall
be deemed to have been "paid or ac-
crued" or "paid or incurred" propor-
tionately in any subsequent taxable year
in -which such amount or portion thereof
is includible in gross income. See
§ 29.131-6 for the treatment of foreign
income tax imposed with respect to such
amount as a basis of 6redit for foreign
income tax in such cases. -

(b) The provisions of paragraph (a)
are in general applicable with respect
to the taxable year during which the tax-
payer dies if such taxable year begins
on orpafter January 1, 1943. However,
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if the taxpayers followed the accrual
method of accounting, there shall be in-
cluded in computing net income for such
year no amount accrued solely by reason
of his death other than his distributive
share of the losses of a partnership for
the year ending with the dissolution of
the partnership on account of his death.
No change in the accounting practice of
the partnership shall be made because
of the taxpayer's death when the income
and losses of the partnership are com-
puted for the year ending with the dis-
solution of the partnership on account
of the partner's death.

Section 134 (b) of the Revenue Act of
1942 changed the last sentence of sec-
tion 43 of the Internal Revenue Code to
its present form, as set forth above.
Prior to such change, the last sentence
of section 43 read as follows:

In the case of the death of a taxpayer there
shal be allowed as deductions and credits
for the taxable period In which falls the
date of his death, amounts accrued up to the
date of his death (except deductions under
section 23 (o) if not otherwiso properly
allowable in respect of such period or a
prior period.

Section 134 () of the Revenue Act of
1942 provides that the change in the last
sentence of suction 43 shall be applicable
to taxable years beginning after Decem-
ber 31, 1942. Section 134 (g) of the Rev-
enue Act of 1942 provides that such
change shall be applicable to taxable
years beginning before January 1, 1943,
if the executor, the administrator, or
other personal representative of the tax-
payer and the persons who acquire as
beneficiaries of his estate or by reason
of his death his right to receive any in-
come make the election provided in such
section 134 (g) (see § 29.126-4) to have
the amendments made by section 134
apply to the law in effect for such taxable
years. Accordingly, f the taxable year
in which falls the date of the death of
a taxpayer begins before January 1, 1943,
the provisions of the first paragraph of
this paragraph are applicable only If
such election has been made. See
§ 29.126-4, relating to such election and
to the method of computing, and limita-
tions with respect to, credit or refund of
any overpayment which is a result of
such election. If such election Is not
made, then there shall also be allowed as
deductions and credits forsuch taxable
year, in addition to the amounts de-
scribed in paragraph (a) of this section,
all amounts (except deductions under
section 23 (o)) accrued up to the date of
the taxpayer's death which are not
otherwise allowable with respect to such
taxable year or a prior taxable year, re-
gardless of the fact that the decedent
may have been required to keep his books
and make his return on the basis of cash
receipts and disbursements.

§ 29.43-2 When chmrges deductible.
Each year's return, so far as practicable,
both as to gross income and deductions
therefrom, should be complete in Itself,
and taxpayers are expected to make every
reasonable effort to ascertain the facts
necessary to make a correct return. The
expenses, liabilities, or deficit of one year.
cannot be used to reduce the income of a

subsequent year. A taxpayer has the
right to deduct all authorized allow-
ances, and It follows that if he does not
within any year deduct certain of his
expenses, losses, interest, taxes, or other
charges, he cannot deduct them from the
income of the next or any succeeding
year. It is recognized, however, that
particularly in a going business of any
magnitude there are certain overlapping
Items both of income and deduction, and
so long as these overlapping items do
not materially distort the income they
may be included in the year in which
the taxpayer, pursuant to a consistent
policy, takes them into his accounts.
Judgments or other binding adjudica-
tions, such as decisions of referees and
boards of review under workmen's com-
pensation laws, on account of damages
for patent infringement, personal in-
juries, or other cause, are deductible
from gross income when the claim is
so adjudicated or paid, unless taken
under other methods of accounting
which clearly reflect the correct deduc-
tion, less any amount of such damages
as may have been compensated for by
insurance or otherwise. Ifsubsequent to
Its occurrence, however, a taxpayer first
ascertains the amount of a loss sustained
during a prior taxable year which has
not been deducted from gross income, he
may render an amended return for such
preceding taxable year including such
amount of loss in the deductions from
gross income and may file a claim for
refund of the excess tax paid by reason
of the failure to deduct such loss in the
original return. (See section 322.) A
loss from theft or embezzlement occur-
ring in one year and discovered in an-
other is ordinarily deductible for the
year in which sustained:

Sia. 44. isTALsT 5&=- .
(a) Dealers in personal property. Under

regulations prezcribed by the Commissioner
with the approval of the Secretary, a per-
con who regularly sells or otherwise disposes
of perconal property on the installment plan
may return as income therefrom in any tax-
able year that proportion of the Installment
payments actually received inthatyear which
the groa profit realized or to be realized
when payment is completed, bears to the total
contract price.

(b) Sales of realty and casual sales of
personalit L In the case (1) of a casual sale
or other casual disposition of personal prop-
erty (other than property of a kind which
would properly be included in the Inventory
of the taxpayer If on hand at the close of the
taxable year), for a price exceeding $1,C00,
or (2) of a sale or other disposition of real
property, If in either case the initial pay-
ments do not exceed 30 per centum. of the
selling price (or, in case the sale or other
dispositlon was in a taxable year beginning
prior to January 1, 1934, the percentage of
the seling price prescribed In the lav ap-
plicable to such year), the income may, under
regulations prescribed by the Commiysioner
with the approval of the Secretary, be re-
turned on the basis and in the manner above
-presclbed In this section. As used in this
section the term "initial payments" means
the payments received in cash or property
other than evidences of Indebtedness of the
purcbaer during the taxable period in which
the tale or other disposition is made.

'So in original.
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(a) Change from acerual to initallmgnt
basis. If a taxpayer entitled to the benefits
of subsection (a) elects for any taxable year
to report his net income on the installment
basis, then In computing his income for the
year of change or any subsequent year,
amounts actually received during any such
year on account of sales or other dispositions
of property made in any prior year shall not
be excluded.

(d) Gain or loss upon disposition of in-
stallment obligations. If an installment ob-
ligation is satisfied at other than its face
value, or distributed, transmitted, sold, or
otherwise disposed of, gain or loss shall re-
sult to the extent of the difference between
the basis of the obligation and (1) in the
case of satisfaction at other than face value
or a sale or exchange-the amount realized,
or (2) In case of a distribution, transmission,
or disposition otherwise than by sale or ex-
change-the fair market -value of the obliga-
tion at the tlmt of such distribution, trans-
mission, or disposition. Any gain or loss so
resulting shall be consIdered as resulting
from the sale or exchange of the property
In respect of which the installment obliga-
tion was received. The basis of the obliga-
tion shall be the excess of the face value of
the obligation over an amount equal to the
Income which would be returnable were the
obligation satisfied in full., This subsection
shall not apply to the transmission at death
of installment obligatlons if there is filed
with the Commissioner, at such time as he
may by regulation prescribe, a bond n such
amount and -with such sureties as he may
deem necessary, conditioned upon the return
as income, by the person receiving any pay-
ment on such obligations, of the same pro-
portion of such payment as would be re-
turnable as Income by the decedent if he had
lived and had received such payment. If an
installment obligation is distributed by one
corporation to another corporation in the
course of a liquidation, and under section
112 (b) (6) no gain or loss with respect to
the receipt of such obligation is recognized
in the case of the recipient corporation, then
no gain or loss with respect to the distribu-
tion of such obligation shall be recognized
in the case of the distributing corporation.

§ 29.44-1 Sale of Personal property on
installment plan. Dealers in personal
-property ordinarily sell either for cash
or on the personal. credit of the pur-
chaser or on the installment plan. Deal-
ers who sell on the installment plan
usually adopt one of four ways of pro-
tecting themselves in case of default:

(a). By an agreement that title is to
remain in the vendor until the purchaser
has completely performed his part of the
transaction;

(b) By a form of contract in which
title is conveyed to the purchaser imme-
diately, but subject to a lien for the un-
paid portion of th selling price;

(c) By a present transfer of title to
the purchaser, who at the same time
executes a reconveyance in the form of
a chattel mortgage to the vendor; or

(d) By conveyance to a trustee pend-
ing performance of the contract and sub-
ject to its provisions.

The general purpose and effect being
the same in all of these cases, the same
rule is uniformly applicable. The gen-
eral rule prescribed Is that a person who
regularly sells or otherwise disposes of
personal property on the installment
plan, whether or not title remains in the
vendor uutil the property is fully paid for,
may return as income therefrom in any
taxable year that proportion of the in-

stallment payments actually received in
that year which the total or gross profit
(that Is, sales less cost of goods sold)
realized or to be realized when the prop-
erty is paid for, bears to the total contract
price. Thus, the income of a dealer in
personal property on the installment
plan may be ascertained by taking as
income that proportion of the total pay-
ments received in the taxable year from
installment -sales (such payments be-
ing allocated to the year against the sales
of which they apply) which the total or
gross profit realized or to be realized on
the total installment sales made during
each year -bears to the total contract
price of all such sales made during that
respective year. No payments received
in the taxable-year shall be excluded In
computing the amount of Income to be
returned on the ground that they were
received under a sale the total profit
from which was returned as income dur-
ing a taxable year-or years prior to the
'change by the taxpayer to the install-
ment basis of returning income. But
In the case of any taxpayer who, by an
original return made prior.to February
26, 1926, changed the method of report-
ing his net income for the taxable year
1924 or any prior taxable year to the in-
stallment basis, see section 705 of the
Revenue Act of 1928. Deductible items
are not to be allocated to the years in

-which the profits from the sales of a par-
ticular year are to be returned as In-
come, but must be deducted for the tax-
able year in which the items are "paid or
incurred" or "paid or accrued," as pro-
vided by sections 43 and 48. A dealer
who 'desires to compute his income on
the Installment basis shall m a i n t a i n
books of accounts in such a manner as
to enable an accurate computation to be
made on such basis in accordance with
the provisions of this section.

The income from a casual sale or other
casual disposition of personal property-
(other than property of a kind which
should properly be included in Inven-
tory) may be reported on the installment
basis only if (1) the sale price exceeds
$1,000 and (2) the initial payments do
not exceed 30 percent of the selling
price.

If for any reason the purchaser de-
fdults in any of his payments; and the
vendor returning income on the install-
ment basis repossesses the property sold,
whether title thereto had been retained
by the vendor or transferred to the pur-
chaser, gain or loss for the year in which
the repossession occurs is to be computed
upon any installment obligations of the
purchaser which are satisfied or dis-
charged upon the repossession or are
applied by the vendor to the purchase or
bid price of the property. Such gain or
loss is to be measured by the difference
between the -fair market value of the
property repossessed and the basis in
the hands of the vendor of the obliga-_

- tions of the purchaser which are so sat-
isfied, discharged, or applied, with proper
adjustment for any other amounts real-
ized or costs incurred in connection with
the repossession. (See also § 29.44-5.)

- The basis in the hands of the vendor of
the obligations of the purchaser satis-

fled, discharged, or applied upon.the raq
possession of the property shall be thO
excess of the face value of such obline
tions over an amount equal to the Income
which would be returnable were the ob-

-ligations paid In full. No deduction for
a bad debt shall in any case be taken
on account of any portion of the obliga-
tions of the purchaser which are treated
by the vendor as not having been satis-
fied, discharged, or applied upon the ro.
possession, unless it Is clearly shown that
after the property was repossessed the
purchaser remained liable for such por.
tion; and in no event shall the amount
of the deduction exceed the basis In th0
hands of the vendor of the portion of
the obligations with respect to which the
purchaser remained liable after the re-
possession. (See also § 29.23 (k)-1.) Xf
the property repossessed Is bid in by the
vendor at a lawful public auction or Ju.,
diial sale, the fair market Value of the
property shall be presumed to be the
purchase or bid price thereof in the ab
sence of clear and convincing proof to
the contrary. The property repossessed
shall be carried on the books of the ven-
dor at its fair market value at the time
of repossession.

If the vendor chooses as a matter of
consistent practice to return the Income
from installment sales on the straight
accrual or cash receipts and disburse-
ment basis, such a course is permissible,

§ 29A4-2 Sale of real property involve
ing deferred 'payments. Under section
44 deferred-payment sales of real prop-
er include (a) agreements of purchase
and sale which contemplate that a conq
veyance-is not to be made at the outset,
but only after all or a substantial portion
of the selling price has been paid, and
(b) sales in which there is an immediate
transfer of title, the vendor bJing pro-
tected by a mortgage or 'other lien as!
to deferred payments. Such sales, either
under (a) or (b), fall Into two classes
when considered with respect to the
terms of sale, as follows:

(1) Sales of property on the Install-
ment plan, that Is, sales In which the,.,

-payments received In cash or propertyj
other than evidences of Indebtedness of
the purchaser during the taxable year
in which the sale Is made do not exceed
30 percent of the selling price:

(2) Deferred-Oayment' sales not on
the installment plan, that Is, sales in
which the payments received in cash or
property other than evidences of in-
debtedness of the purchaser during the
taxable year in which the sale is made
exceed 30 percent of the selling price.

In the sale of mortgaged property the
amount of the mortgage, whether the
property is merely taken subject to the
mortgage or whether the mortgage is
assumed by the purchaser, shall be in.
cluded as a part of the "selling price,"
but the amount of the mortgage, to the
extent It does not exceed the basis to the
vendor of the property sold, shall not ba
considered as a part of the "Initial pay-
ments" or of the "total contract price,"
as those terms are used In section 44j
in §§ 29.44-1 and 29.44-3, and In this
section. The term "initial payments"
does not include amounts received by the,
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-'vendor in the year of sale from the dis-
position to a third person of notes given
by the vendee as part of the purchase
price which are due and payable in sub-
sequent years. Commissions and other
selling expenses paid or incurred by the
vendor are not to be deducted or taken
into account in determining the amount
of the "initial payments," the "total con-
tract price," or the "selling price." The
term "initial payments" contemplates
at least one other payment in addition
to the initial payment. If the entire
purchase price is to be paid in a lump
sum in a later year, there being no pay-
ment during the first year, the income
may not be returned on the installment
basis. Income may not be returned on
the installment basis where no payment
in cash or property, other than evidences
of indebtedness of the purchaser, Is re-
ceived during the first year, the pur-
chaser having promised to make two or

. more payments in later years.

§ 29.44-3 Sale of real propert-r on in-
stallment plan. In transactions included
in class (M in § 29.44-2 the vendor may
return as income from such transactions
in any taxable year that proportion of
the installment payments actually re-
ceived in that year which the total profit

- realized or to be realized when the
property is paid for bears to the total
contract price.

If the purchaser defaults in any of his
payments, and the vendor returning in-
come on the installment basis reacquires
the property sold, whether title thereto

-had been retained by the vendor or trans-
ferred to the purchaser, gain or loss for
the year in which the reacquisition oc-
curs is to be computed upon any instill-
ment obligations of the purchaser which
are satisfied or discharged upon the re-

- acquisition br are applied by the vendor
to the purchase or bid price of the prop-
erty. Such gain or loss is to be measured
by the difference between the fair market
value of the property reacquired (includ-
Ing the fair market~value of any fixed im-
provements placed on the property by
the purchaser) and the basis in the
hands of the vendor of the obligations of
the purchaser which are so satisfied, dis-
charged, or applied, with proper adjust-
ment for any other amounts realized or
costs incurred in connection with the
reacquisition. (See also § 29.44-5.) The
basis in the hands of the vendor of the
obligations of the purchaser satisfied,
discharged, or applied upon the reacqui-
sition of the property will be the excess
of the face value of such obligations over
an amount equal to the income which
would be returnable were the obligations
paid in full. No deductioh for a bad
debt shall in any case be taken on ac-
count of any portion of the obligatiom
of the purchaser which are treated bS
the vendor as not having been satisfied,
discharged, or applied upon the reacqui-
sition of the property, unless it is clearlS
shown that after the property was re-
acquired the purchaser remained liabh
for such portion; and in no ,event shal
the amount of the deduction exceed th
basis in the hands of the vendor of thi
portion of the obligations with respecl
to which the purchaser remained liabl(
after the rea6qutsition. (See § 29.23 (k)-

1). If the property reacquired Is bid
in by the vendor at a foreclosure sale,
the fair market value of the property
shall be presumed to be the purchase or
bid price thereof in the absence of clear
and convincing proof to the contrary. If
the property reacquired is subsequently
sold, the basis for determining gain or
loss is the fair market value of the prop-
erty at the date of reacquisition (Includ-
ing the fair market value of any fixed
improvements placed on the property by
the purchaser).

If the vendor chooses as a matter of
consistent practice to return the Income
from installment sales on the straight
accrual or cash receipts and disburse-
merits basis, such a course Is permissible,
and the sales will bp treated as deferred-
payment sales not on the Installment
plan.

§ 29.44-4 Deferred-payment sale of
real property not on installment plan.
In transactions included in class (2) in
§ 29.44-2, the obligations of the pur-
chaser received by the vendor are to be
considered as the equivalent of cash to
the amount of their fair market value in
ascertaining the profit or loss from the
transaction.

If the vendor has retained title to the
property and the purchaser defaults In
any of his payments, and the vendor re-
possesses the property, the difference be-
tween (a) the entire amount of the pay-
ments actually received on the contract
and retained by the vendor plus the fair
market value at the time of repossezson
of fixed improvements placed on the
property by the purchaser and (b) the
sum of the 'profits previously returned
as income in connection therewith and
an amount representing what would
have been a-proper adjustment for ex-
haustion, wear and tear, obsolescense,
amortization, and depletion of the prop-
erty during the period the property was
in the hands of the purchaser had the
sale not been made will constitute gain or
loss, as the case may be, to the vendor
for the year in which the property is
repossessed, and the basis of the property
in the hands of the vendor wi be the
original basis at the time of the sale
plus the fair market value at the time
of repossession, of fixed improvements
placed on the property by the purchaser.
If the vendor has previously transferred
title to the purchaser, and the purchaser
defaults in any of his payments, and
the vendor accepts a voluntary recon-
veyance of the property, in partial or
full satisfaction of the unpaid portion
of the purchase price, the receipt of the
property so reacquired, to the extent of
its fair market value at that time, in-
eluding the fair market value of fixed
improvements placed on the property by
the purchaser, shall be considered as the
receipt of payment on the obligations
satisfied. If the fair market value of
the property is greater than the bisis of
the obligations of the purchaser so satis-
fled (generally, such basis being the fair

1 market value of such obligations pre-
- viously recognized in computing Income),
! the excess constitutes ordinary income,

and if the value of such property is less
e than the basis of such obligations, the
- difference may be deducted as a bad debt

if ascertained to be worthless and
charged off within the taxable year, ex-
cept that if the obligations satisfied are
securities (as defined In section 23 (k)
(3) and section 117 (f)), any gain or loss
resulting from the transaction is a capi-
tal gain or loss subject to the provisions
of section 117. If the property reac-
quilred Is subsequently sold, the basis for
determining gain or loss is the fair
market value of the property at the date
of reacquisition including the fair mar-
ket value of the fixed improvements
placed on the property by the purchaser.
See § 29.23 (k)-3 with respect to prop-
erty reacquired in a foreclosure pro-
ceeding.

If the obligations received by the
vendor have no fair market value, the
payments in cash or other property hav-
ing a fair market value shall be applied
against and reduce the basis of the prop-
erty sold, and if in excess of such basis,
shall be taxable to the extent of the ex-
cess. Gain or loss is realized when the
obligations are disposed of or satisfied,
the amount being the difference between
the reduced basis as provided above and
the amount realized therefor. Only in
rare and extraordinary cases does prop-
erty have no fair market value.

§ 29.44-5 Gain or loss upon disposition
of installment obligations. The entire
amount of gain or loss resulting from
the disposition or satisfaction of install-
ment obligations, computed in accord-
ance with section 44 (d), is recognizsd
under the Internal Revenue Code unless
the disposition is within one of the excep-
tions made by the Code. Such an ex-
ception Is provided in section 44 (d) with
re pect to distributions under section
112 (b) (6), and in section 112 (b) (4)
and (5) with respect to exchanges.

The application of section 44 (d) may
be illustrated by the following examples:

Example (1). In 1940 the M Corporation
sold a piece of unimproved real estate to B
for $20,000. Tae company acquired the prop-
erty In 1918 at a cost of 610.000. During 1940
the company received $5,000 cash and vendee's
notes for the reminder of the selling price,
or $15,000. payable in subsequent years. In
1942, before the vendee made any further
payments, the company sold the notes for
013,000 In cash. The corporation mak Its
returns on the calendar year basis. The in-
come to ba reported for 1942 Is 85,50, com-
puted as follows:
Proceeds of sales of notes- $13, 0c0
Selling price of property--_ 20, 000
Cost of property-.... 10,000

Total proflt..- ... 10,000
Total contract price...- 20,000

Percent of profit, or propor-
tion of Each payment re-
turnable a a income,
810,000 divided by $20.000,
50 percent.

Face value of notes-.... 15,000
Amount of income return-

able were the notes satis-
fled In full, &0 percent of
615.000 ..... . 7,50O0

ccez of face value of notes
over amount of Income re-
turnable were the notes
ratilfed In fulL-. 7,500

Taxable income to be
reported for 1 5, 00
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Example (2). Suppose In the example
given above the M Corporation, -instead of

.selling the notes, distributed them in 1942
to Its shareholders, as a dividend, and at
the time of such 'distribution the fair mar-
ket value of the notes was $14,000. The in-
come to be reported for 1942 is $6,500,
computed as follows:

Fair market value of notes -------- $14, 000
Excess of face value of notes over

amount of Income returnable were
the notes satisfied in full (com-
puted as in example (1)) -------- 7,500

Taxable income to be reported

for 1942 -------------------- 6,500

If the taxpayer, referred to in the
above examples (1) and (2) as Corpora-
tion M, had beei an individual, the tax-
able income to be reported, shown ab6ve
as $5,500 and $6,500, respectively, would
have been limited to 50 percent thereof
by section 117 (b), the real estate having
been held for mor9 than 24 months prior
to its sale in 1940. See also section 117
(c).

In the case of a decedent, who dies.
possessed of installment obligations, no
gain on account of the transmission at
death of such obligations is required to
be reported as income in the return of
the decedent for the year of his death,
if the executor or administrator of the
estate of the decedent or any of the next
of kin or legatees files with the Com-
missioner a bond on Form 1132 condi-
tioned upon the return as income, ,by
any person receiving any payment in
satisfaction of such obligations, of the
same proportion of such payment as
would be returnable as income by the
decedent if he had lived and received
such payment. - The bond shall be sub-
Ject to the approval of the Commissioner,
shall be in an amount sufficient in his
judgment to insure collection of the tax
resulting from the fulfillment of the
conditions stated in the bond, and shall
be filed at the time of filing the return
for the decedent for the year of his death
or at such later time as may be-specified
by the Commissioner. A corporation
will not be accepted as a surety on such
bond unless the corporation holds a cer-
tificate of authority from the Secretary
as an acceptable surety 'on Federal
bonds. In lieu of surety or sureties there
may be deposited bonds or notesof the
United States.

See section 117 as to the limitation on
capital losses sustained by corporations
and the limitation as to both capital
gains and capital losses of individuals.

SEC. 45. ALLOTizo oF Incomx'AD DEDuC-
TIONS.

In any case of two or more organizations,
trades, or businesses (whether or not Incor-
porated, whether or not organized in the
United States, and whether or not affliated)
owned or controlled directly or Indirectly
by the same Interests, the Commissioner is
authorized to distribute, apportion, or allo-
cate gross Income or deductions between or
among such organizations, trades, or busi-
nesses, if he determines that such distribu-
tion, apportionment, or allocation is neces-
sary in order to prevent evasion of .ta Kes or
clearly to reflect the Income of any of such
organizations, trades, or businesses.

§ 9.45-1 Determination of the taxable
net income of a controlled taxpayer-

(a) Definitions. When used in this sec-
tion

(1) The term "organization" includes
any, organization of any kind, whether
it be a sole proprietorship, a partnership,
a trust, an estate, -or a corporation (as
each is defined or understood in the In-
tenal Revenue Code or these regula-
tions), irrespective of the place where
organized, where operated, or where its
trade or business is conducted, and re-
gardless of whether domestic or foreign,
whether exempt, whether affiliated, or
whether a party to a consolidated return.

(2) The terms "trade" or "business"
include any trade oi business activity
of any kind, regardless of whether or
where organized, whether owned indi-
vidually or otherwise, and regardless of
the place where cariied on.

(3) The term "controlled" includes
any kind of control, direct or indirect,
whether legally enforceable, and how-
ever exercisable or exercised. It is the
reality of the control -which is Oecisive,
not its form 'or the mode of its exercise.
A presumption of control arises if in-
come or deductions have been arbitrarily
shifted.

(4) The term "controlled taxpayer"
means any one of two or more' organiza-
tions, trades, or businesses owned or
controlled directly or indirectly by the
same interests.

(5) The terms "group" and "group of
controlled taxpayers" mean the organi-
zations, trades, or businesses owned or
controlled by the same interests.

(6) The term "true net in c o m e"
means, in the-case of a controlled tax-
payer, the net income (or, as the case
may be, any item or element affecting
net income) which would have resulted
to the 'controlled taxpayer had it in the
conduct of its affairs (or, as the case may
be, in the particular, contract, transac-
tion, arrangement, or other act) dealt
with the other member or members of
the group at arm's length. qt does not
mean the income, the deductions, or the
item or element of either, resulting to
the controlled taxpayer by reason of the
particular contract, transaction, or ar-
rangement, the controlled taxpayer, or
the interests controlling it, chose to make
(even though such contract, transaction,
or arrangement be legally binding upon
the parties thereto).

(b) Scope and purpose. The purpose
of section 45 is to place. a controlled tax-
payer-on a tax parity with an uncon-
trolled taxpayer, by determining, accord-
ing to the standard of adi uncontrolled
taxpayer, the true net income from the
property and business of a controlled
taxpayer. The interests controlling a
group of controlled taxpayers are as-
sumed to have complete power to cause
each controlled taxpayer so to conduct
its affairs that its transactions and ac-
counting records truly reflect the net in-
come from the property and business of
each of the controlled taxpayers. If,
however, this has not been done, and the
taxable net incomes are thereby under-
stated, the statute contemplates that the
Commissioner shall intervene, and, by
making such distributions, apportion-
ments, or allocations as he may deem

necessary of gross Income or deductions,
or of any Item or element affecting net
income, between or among the controlled
taxpayers constituting the group, shall
determine the true net Income of each
controlled taxpayer. The standard to
be applied In every base is that of an un-;
controlled taxpayer dealing at arm's
length with another uncontrolled tax-
payer.

Section 45 and this section apply to
the case of any controlled taxpayer,
whether such taxpayer makes a separato
or a consolidated return. If a controlled
taxpayer makes a separate return, the
determination Is of its true separate net
income. If a controlled taxpayer is a
party to a consolidated return, the true
consolidated net income of the affillated
group and the true separate net Income
of the controlled taxpayer are deter-
mined consistently with the principles of
a consolidated return.

Section 45 grants no right to a con-
trolled taxpayer to apply its provisions
at will, nor does it grant any right to
compel the Commissioner to apply such
provisions. It is ndt Intended (except
in the case of the computation of con-
solidated net income under a consoli-
dated return) to effect In any case such
a distribution, apportionment, or alloca-
tion of gross incoine, deductions, or any
item of either, as would produce a result
equivalent to a computation of consoli-
dated net Income under section 141,

(c) Application. Transactions between
one controlled taxpayer and another will
be subjected to special scrutiny to ascer-
tain whether the common control is be-
ing used to reduce, avoid, or escape taxes,
In determining the true net Income of
a controlled taxpayer, the Commissioner
is not restricted to the case of improper
accounting, to the case of ia fraudulent,
colorable, or sham transaction, or to the
case of a device designed to reduce or
avoid 'tax by shifting or distorting in-
come or deductions. The authority to
determine true net Income extends to
any case in.which either by Inadvert-
ence or design the taxable net income,
in whole or in part, of a controlled tax-
payer, is other than It would have been
had the taxpayer in the conduct of his
affairs been an uncontrolled taxpayer
dealing at arm's length with another
uncontrolled taxpayer.

SE. 46. CHANo OF ACCOUNTIn PfIUOD.
If a taxpayer changes his accounting period

from fiscal year to calendar year, from cal-
endar year to fiscal year, or from one fiseal
year to another, the net income shall, with
the approval of the Commissioner, be com-
puted on the basis of such ncw accounting
period, subject to the provisions of scedtiorn 47,

§ 29.46-. 'Change of accounting pe-
riod. If a taxpayer (other than a sub-
sidiary corporation required to change
its accounting period by reason of the
provisions of § 23.14 or § 33.14 of this
chaptqr) changes his accounting period
he shall, prior to the expiration of 30
days from the close of the fractional part
of the year for which a return would
be required to effect the change, furnish
to the collector, for transmission to the
Commissioner, the information required
on Form 1128. However, if the fractional
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part of the year for which a return would
be required to effect the change ends
after July 31, 1943, such taxpayer shall,
before using the new period for income
tax purposes, secure the consent of the
Commissioner; and application for per-
mission to change the accounting period
shall be made direct to the Commissioner
on Form 1128 at least 60 days prior to
the close of the fractional part of the
year for which a return would be re-
quired to effect the change. If a change
of accounting period of a subsidiary Is
required for income tax purposes under
§ 23.14 of this chapter or for excess prof-
its tax purposes under § 33.14 of this
chapter, the information required on
Form 1128 shall be furnished by the sub-
sidiary at or before the time of filing
the consolidated income tax return or
the consolidated excess profits tax re-
'turn, as the case may be. For the due
date of returns for fractional parts of
a year see § 29.53-1. If the change is
approved by the Commissioner, the tax-
payer shall thereafter make his returns
and compute his net income upon the
basis of the new accounting period. (See
section 47.)

SEC. 47. RETURNS FOR A PERIOD OF LMS THAN
e'wmvE NonHrs [as amended by sec. 135 (a)
.(c), Rev. Act 19421.

(a) Returns for short period resulting from
change of accounting period. If a taxpayer
with the approval of the Commissioner,
changes the basis of computing net income
from fiscal 'year to calendar year a separate
return shall be made for the period between
the close of the laft fiscal year for which re-
-turn was made and the following December
'31. If the change Is from calendar year to
fiscal year, a separate return shall be made
for the period between the close of the last
calendar year for which return was made and
the date designated as the close of the fiscal
year. If the change is from one fiscal year,
to another fiscil year a separate return shall
be made for the period between the close of
the former fiscal year and the date designated
as the close of the new fiscal year.

(b) Income computed on basis of short
period. Where a separate return Is made
under subsection (a) on account of a change
In the accounting period, and In all other
cases, where a separate return is required or

.permitted, by regulations prescribed by the
Commissioner with the approval of the Secre-
tary, to be made for a fractional part of a
year, then the income shall be computed on
the basis of the period for which separate
return is made.
(c) Income piaced on annual basis-(1)

General rule. If a separate return Is made
-under subsection (a) on account of a change
in the accounting period, the net income,
computed on the basis of the period for
which separate return is made (referred to In
this subsection as "the short period"), shall
be placed on an annual, basis by multiplying
the amount thereof by twelve, and dividing
by the number of months in the short period.
The tax shall be such part of the tax com-
puted on such annual basis as the number of
months in the short period is of twelve
months.

(2) Exception. If the taxpayer establishes
the amount of his net income for the period
of twelve months beginning with the first
day of the short period, computed as If such
twelve-month period were a taxable year, un-
der the law applicable to such year, then
the tax for the short period shall be reduced
to an amount which is such part of the tax
computed on the net income for such twelve-
month period as the net Income computed
on the basis of the short period is of the net

income for the twelve-month period. The
taxpayer (other than a taxpayer to which
the.next sentence applies) shall compute the
tax and file his return without the applica-
tion of this paragraph. If the taxpayer (other
than a corporation) was not In existence at
the end of the twelve-month period, or if the
taxpayer is a corporation and has dispczed
of substantially all its asslets prior to the end
of such twelve-month period, then In lieu
of the net income for such twelve-month
period there shall be used for the purpo:ze
of this paragraph the net Income for the
twelve-month period ending with the last day
of the short period. The tax computed un-
der this paragraph shall n no care be IEts
than the tax computed on the net inco '0
for the short period without placing auch net
income on an annual basis. The benefitz of
this paragraph shall not- be allowed unle=
the taxpayer, at such time as regnlations pre-
scribed hereunder require (but not after the
time prescribed for the filing of the return
for the first taxable year which ends on or
after twelve months after the beginning -of
the short period), makes application there-
for in accordance with such regulations.
Such application, in case the return was
filed without regard to this paragraph, shall
be considered a clal for credit or refund
with respect to the amount by which the tax
Is reduced under this paragraph. The Com-
missioner, with the approval Of the Secre-
tary, shall prescribe such regulations as he
may deem necessary for the application of
this paragraph.

(d) Earned income. The Commiioner
with the approval of the Secretary rhall by
regulations prescribe the method of apply-
ing the provisions of subsections (b) and (c)
(relating to computing income on the basis
of a short period, and'placing such Income
on an annual basis) to cases where the tax-
payer makes a separate return under aub:ec-
.tion (a) on account of a ch~nge n the ac-
counting period, and it'appar that for the
period for which the return Is so made he
has received earned income.(e) Reduction of credits against iet in-
come. In the case of a return made for a
fractional part of a year, except a return
made under subsection (a). on account of
a change in the accounting period, the per-
sonal exemption and credit for dependents
shall be reduced respectively to amounts
which bear the same ratio to the full credits
provided as the number of months In the
period for which the return Is made bears
to twelve months.

(f) Closing of taxable year it care of
Jeopardy. For closing of taxable year In caso
of jeopardy, see section 146.

,(g) Returns tchere taxpayer not in' ex-
istence for twelre months. In the coaco of
a taxpayer not in existence during the whole
of an annual accounting period ending on
the last day of a month, or, if the taxpayer
has no such annual accounting period or
does not keep books, during the whole of a
,calendar year, the return shall be made for
the fractional part of the year during which
the taxpayer was n existence.

§ 29.47-1 Returns for Periods of less
than 12 months. No return can be made
for a period of more than 12 months. A
separate return for a fractional part of
a year is therefore required wherever
there is a change, with the approval of
the Commissioner, in the basis of com-
puting net income from one taxable year
to another taxable year. The periods to
be covered by such separate returns in
the several cases are stated in section
47 (a). The requirements with respect
to the filing of a separate return and the
payment of tax for a part of a year are
the same as for the filing of a return and
the payment of tax for a full taxable year

closing at the same time, except as other-
wise provided in § 29.53-1 and § 29.56-1
(a). (S2e sections 53 and 55.) If a re-
turn is made for a fractional part of a
year, ecept where a return is made for
a period of less than 12 months by reason
of a change in accounting period, the
personal exemption and credit for de-
pendents shall be reduced to that pro-
portion of the full credit which the num-
ber of months in the period for which
the return is made bears to 12 months.
A return is required in the case of every
taxable year which is a period of less
than 12 months if the gross income for
such taxable year is greater than the
personal exemption for such taoxable year
as so reduced. In the case of a return
by a corporation for a fractional part
of a year, the credit provided by section
26 (e) for the income of the corporation
subject to excess profits tax is considered
an amount of which the excess profits tax
of the corporation for such period is SO
percent. For the computation of such
credit in case the net Income of the cor-
poration Is placed on an annual basis,
see § 29.47-2.

The return of a decedent for the tax-
able year in which falls the date of his
death is a return for the period during
which he was alive.

§ 29.47-2 Returns for period of less
than 12 months on account of a change
in accounting period-a) Net income
placed on annual basis and taz computed
thereon. In the case of a return for a
period of less than 12 months on account
of a change in accounting period, section
47 (c) provides that the net income com-
puted on the return for such short period
shall be placed on an annual basis by
multiplying the amount thereof by 12
and dividing by the number of months in
the short period. The tax is such part
of the tax computed on such annual basis
as the number of months in the period
is of 12 months.

In placing on an annual basis the net
income of a corporation for a short pe-
riod, the credit for dividends received is
placed on an annual basis to correspond
to the amount of dividends received in-
cluded in the net income, which amount
is placed on an annual basis when such
net income is placed on an annual basis.
Similarly, the credit for interest on
United States obligations should reflect
the amount of such interest as increased
when such amount is placed on an an-
nual basis as part of the net income
which Is placed on an annual basis. If
the corporation computes its excess
profits tax under section 711 (a) (3) (A),
the credit provided in section 26 (e) for
the adjusted excess profits net income
of the corporation Is determined with
the excess profits net income placed on
an annual basis under such section 711
(a) (3) (A). The credit for the ad-
Justed excess profits net iccoina- so de-
termined on an annual basis is applied
against the net income after such net
income has been placed on an annual
basis. If the corporation computes its
excess profits tax under section 711 (a)
(3) MS), the credit provided in section
26 (e) Is computed as an amount of
which the tax of the corporation for the
short period under section 711 (a) (3)

14969



FEDERAL REGISTER, Wednesday, November 3, 1943

(B) is 90 percent. This adjusted excess
profits net income is placed on an an-
nual basis by multiplying by 12 and di-
viding by the number of months in the
short period, and the credit for the ad-
justed excess profits net income so de-
termined on an annual basis is applied
against the net income after such-net
income has been placed on an annual
basis.

The following examples illustrate the
application of this paragraph:

Example (1). A citizen of the United
States made a return for a 10-month period
endcd October 31, 1942, on account of a
change In accounting period. His net in-
come including his earned 'et income for
such 10-mgnth period was $10,000 and his
earned net ncome for such period wag
$4,000. He waslentitled to a personal ex-
emption of $1,200 but not to a credit for
dependents. His tax for the period is $2,-
412.67, computed as follows:
Netincome for 10-month period- $10, 000.00
Multiplied by 12 --------------- 120,000.00
1Tet income on annual b as is

($120,000- 10) ------------ 12,000.00
Less: Personal exemption ..------ 1,200.00

Surtax net income ---------- 10,8 .00
Earned net Income for

10-month perlod. $4,000.00
Multiplied by 12 --- 48,000.00

Earned net income
on annual basis
($48,000 -o10).. 4,800. 0

Subtracting: Earned income
credit (10 perceit of $4,800).. 480.00

Net income subject to normal tax. 10,320.00
Normal tax (6 percent of $10,320)- 619.20
Surtax on $10,800 -------------- 2,276.00

Total tax on annual basis.. 2,895.20
Amount of tax for p e r 1o d

($2,895.20X 19) --------------. 2,412.67

Example (2). The X Corporation made
a return for the 8-month period ended Au-
gust 31, 1942, on account of a change In ac-
counting period. The net income of the
corporation for such 8-mgnth period was
$72,000, including $4,000 interest on obliga-
tions of the United States described in
section 26 (a) and $12,000 in dividends from
a domestic corporation, for which the credit
provided in section 26 (b) is applicable. The
adjusted excess profits net income of the
corporation for such period was $27,375, com-
puted after the excess profits net income
for such, period was placed on an annual
basis under section 711 (a) (3) (A), and its
excess profits tax computed under such

section was $16,402.50 ; X 90 percent of
1365

$27,375). The tax for the 8-month period is
$16,460, computed as follows:

Net income for. 8-month period --- $72, 000
Multiplied by 12 --------------- 8664,000
Net income on annual basis

($864,000--8) ------------------- 108,000
Less: Adujusted excess profits net

income -------- .....-------- 27,375

Remainder ------------------- 80, 625
Dividends received, sub-

ject to the credit pro-
vided In section 26 (b)-- $12,000

Multiplied by 12 --------- 144,000
Dividends received placed on

annual basis ($144.000"8) -18, 000
Subtracting: Credit provided in

section 26 (b) for dividends re-
ceived (85 percent of $18,000) ---- 15,800

Surtax net income ------------ 65,825

Interest on United States
obligations subject to
credit provided n section
26 (a) ------- --------- -$4,000

Multiplied by 12---- 48,000
Subtracting: Credit provided in

section 26 (a) for interest placed
on annual basis ($48,000--8) ....

Normal tax net income .......
Normal tax on $59,325 ............
Surtax on $65,325 .................

$6,
59,
14,
10,

- Total tax on annual basis ---- 24,
Amount of tax for period ($24,690

X % 2 .. .. . .................... 16,
*'If it had been assumed that the corpi

tion bad applied for the benefits of sac"
711 '(a) (3) (B), and that the excess pri
tax of the 'corporation was reduced.iu
that section to $11,250, then in the al
computations the credit for the adjmw
excess profits net income of the corporat
applied against the $108,000 net income
placed on an annual basis), would not
$27,375, the amount computed 'upon
application of section 711 (a) (3) (A),
would be $18,50, theadjuSted excess pr(
net incoma computed on the basis of
excess profits tax determined under sec
711 (a) (3) (B) and placed on an am
basis. The computation is as follows:

Excess profits tax for short period-.- $11,
Adjusted excess profits net income

for short period (amount of which
excess profits tax is '90 percent, or
100- ;-$11,250) ------------------..12

Multiplied by 12 ------------------ 150,
Adjusted excess profits net income

on annual basis ($150,000- 8)- 18,

(b) Tax for short perio determine
annual income. If the taxpayer app
to the Commissioner in the manner r
vided In paragraph (c) of this sectior
have his tax computed under the pro,
ions of section 47 (c) (2), and if the t
payer establishes the amount of his
income for the 12-month period herE
after described, then section 47 (c)
provides that the tax for the short pei
shall be reduced to an amount whici
such part of the tax computed on
basis of the net income which the t
payer has established for the 12-mo:
period as the net income for the sb
period is of the net income for the
month period. If such amount, hi
ever, is greater than the tax compu
under paragraph (a) of this section,
tax for the short period is the tax cc
puted under paragraph (a). The
month period referred to above Is the
month period beginning with the f
day of the short period except thai
the taxpayer (other than a corporatii
Is not in existence at the end of such
month period, or if the taxpayer i
corporation which has distributed s-
stantially all its assets prior to the
of such 12-month period, then it is
12-month period ending with the lastI
of the short period. If a corporat
ceases business and distributes so mi
of the assets used'in its business tha
cannot resume its customary oberati
with the remaining assets, it will be ci
sidered to have distributed substanti:
all of its assets.

In computing the tax under section
(c) (2), the net income for the siA
period is not placed on an annual ba

The net income for the 12-month period
is computed under the same provisions
of law as are applicable to the short
period, and is computed as if the 12.
month period were an actual account-
ing period of the taxpayer. All Items

0o which fall in such 12-month period must
,325 be included even if they are extraordi-
238 nary in amount or of an unusual nature.
452 If the taxpayer is a member of a partner-

*69 ship, there shall be Included in comput-"
ing his income for the 12-month period

,460 his share of the partnership income for
Dra- taxable years of the partnership ending
tion with or during such 12-month period, but
ofIts no amount shall be included with respect
ider to a taxable year of the partnership end-
)ove lng after such 12-month period. In the
ted case of a corporation, the credit provided

ion, by section" 26 (e) for the adjusted excess
(as .profits net income of the corporation Isbhe

the computed as an amount of Which the ex-'
but cess profits tax imposed for Such 12-
fits month pdriod ls 90 percent. The excess
the profits tax Imposed for such 12-month
lion -period is the excess profits tax for the
lUal short period plus, for any taxable year

which includes only part of such 12-,
25o month period, such part of the excess

profits tax for such taxable year as is
allocable to the part of the 12-month
period included in such taxable year.

,5oo The excess profits tax for such a taxable
year may, In general, be allocated to the
12-month period in such proportion as

7150" the excess profits net income computed
f6r the part of the 12-month period In-

by cluded in the taxable year is of the excess
lies profits net income computed for the tax-
iro- able year. However, if some other
Ito method of apportionment will more
vis- clearly reflect the portion of the excess
ax- profits tax which is attributable to tho
net part of the 12-month period Included in
dn- the taxable year, such other method shall
(2) be used.
'od If any other item partially applicable
I is to such 12-month period, can be deter-
the mined only at the end of a taxable year
ax- which includes only part of the 12-
nth month period, the taxpayer, subject to
Lort review by the Commissioner, shall ap-
12- portion such item to the 12-month
)w- period In uch manner as will most
ted clearly reflect the income for the 12-
the month period. In the case of a taxpayer
0m- permitted or required to tale Inven-
12- tories, the cost of goods sold during the
12- part of the 12-month period included in
irst the taxable year shall be considered, un-
t if less a more exact determination is avail-
n) able, as such part of the cost of goods
12- sold during the entire taxable year as
s a the-gross receipts Irom sales for the part
Llb- of the 12-month period included in the
and taxable year is of the gross receipts from
the sales for the entire taxable year. For
day example, the 12-month period of a cor-
,ion poration, engaged in the sale of mer-
Lch chandise, which has a short period from
t it January 1, 1942, to September 30, 1942,
ons is the calendar year 1942. The 3-month
on- period October 1, 1942, to December 3 11
Illy 1942, is a part of the fiscal year ending

September 30, 1943. The cost of goods
L 47 sold during such 3-month period is such
ort part of the cos of goods sold during the
sis. entire fiscal year ending September 301
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1943, as the gross receipts from sales for
such 3-month period are of the gross
receipts from sales for the entire fiscal
year. The Commissioner may, in grant-
ing permission to a taxpayer to change
its accounting period, require as a con-
dition to granting the change that, if the
taxpayer is to obtain the benefits of sec-
tion 47 (c) (2), it shall take a closing
inventory upon the last day of the 12-
month period. Such closing inventory
will be used only for the purposes of sec-
tion 47 (c) (2), and the taxpayer will not
be required to use such inventory in com-
puting the net income for the taxable
year in which such inventory is taken.

The tax for-the short period may not
be reduced under section 47 (c) (2) to
an amount which is less than the tax for
the short period computed on the basis
of the net income for the short period
without placing such net income on an
annual basis. If the tax computed un-
der section 47 (c) (2) by reference to
the net income for a 12-month period is
less than such amount, the tax may be
reduced only to such amount. In com-
puing the tax of a corporation for the
short period without placing its net in-
come on an annual basis, the adjusted
excess profits net income of the corpora-
tion is, for the purpose of determining
the credit under section 26 (e), an
amount,of which the excess profits tax
of the corporation for the short period
is 90 percent.

The following examples illustrate the
application of section 47 (c) (2):

Example (1). The facts are the same as
In example (1) in paragraph (a) of this sec-
tion. In the period from November 1, 1942,
to December 31, 1942, the taxpayer has $1,000
'net income, all of which is earned income.
The net income for the 12-month period
from January 1, 1942, to December 31, 1942,
including the earned net income for such
period, is, therefore, $11,000, of which $5,000
Is earned income. The taxpayer files an ap-
plication under the provisions of paragraph
(c) of this section for a reduction of his tax
to an amount computed on the basis of his
actual net income for the 12-month.period
from January 1, 1942, to December 31, 1942.
His tax is reduced to $2,292.73, computed as
follows:

Net income for 12-month period
January 1, 1942, to December
31, 1942 -------------------- $11,000.00

Less: Personal exemption- .... 1,200.00

Surtax net income ---------- 9,800.00
Less: Earned income credit (10

percent of $5,000) ------------- 500. 00

Net income subject to normal tax 9,300.00
Normal tax (6 percent of $9,300).- 558.00
Surtax on $9,800 ----- ..----- 1,964.00

Total tax on annual income. 2, 522.00
Net income for 10-
- month period Jan-

uary 1, 1942, to oc-
- tober 31, 1942-.... $10, 000.00

Net incoine for 12-
month period Jan-
uary 1, 1942, to De-
cember 31, 1942_- 11,000. 00

Amount of tax for 10-month

period (00 X$2,522 )- 2,292.73

The amount of tax that would be due if
'the income for the short period were not
placed on an annual basis Is $2,256, computed
as follows:

Net income for 10-month period
January 1, 1942, to October 31,
1942 ....... - - 000,.00

Loss: Personal exemption
(-10XS0 . .... . 1,000.00
(0- ) ----o)------- -- -10.0
Surtax net income-------- 9,000.00

Less: Earned income credlt (10
percent of $4,000).------- 400.00

Net income subject to normal
tax -------------------. 8, 60.00

Normal tax (6 percent of e8.C00). 616.00
Surtax on $9,000.......1,740.00

Total tax for period- ----..... 2,250.00
Since the tax for the-short period computed

under section 47 (c) (2) by reference to the
actual income for the 12-month period, or
$2,292.73, is greater than the tax that would
be due if the Income for the short period
were not placed on an annual basts, or *2,256,
the tax for the short period Is reduced to
$2,292.73, the tax computed by reference
to the income for the 12-month period.

Example (2). The facts are the fme as
in example (1) of this paragraph, except
that during the period from November 1,
1942, to December 31, 1942. the taxpayer has
no income, but has deductible busLness ex-
penses of $1,000. His net Income for the 12-
month period from January 1, 1942, to Da-
cember 31, 1942, including his earned net
income, is, therefore, 69,000, of which C4,000
is earned income. The taxpayer files an ap-
plication under paragraph (c) of this sectlon
for a reduction of his tax under the pro-
visions of section 47 (c) (2). The tax com-
puted on the basis of the net Income for the
period from January 1, 1942, to October 31,
1942, without placing such not income on an
annual basis Is $2,256 ( ceo example (1)).
The tax computed under section 47 (c) (2) by
,reference to the actual net Income for the
12-month period from January 1,1042, to De-
cember 31, 1942, Is $2,082.22, computed as
follows:

Net income for 12-month period
January 1, 1942, to December 31,
1942 ------------------------ $9,000.00

Less: Personal exemption--..... 1,200.00

Surtax net income------ - 7, 00.00
Less: Earned income credlt (10

percent of $4,000) 40.. dO0.00

l't income subjectto normal tax. 7 400.00
Normal tax (6 percent of $7,400). 444.00
Surtax on $7800 1,412.00

Total tax on annual income.. 1, 850. 00
Net income for 10-

month period Janu-
ary 1, 1942. to Octo- -
ber 31, 1942 - $ ---- - 10,000.00

Net income for 12-
month period Janu-
ary 1, 1942, to De-
cem 31, 1942......_ 9,000.00

Amount of tax for 10-month period( 9 10 .856 ) 2, 082.22
9,0O0

Since the tax computed on the basis of the
net Income for the short period without
placing such net income on an annual basis.
or $2,256, is greater than C2,02.22, the tax
computed'by reference to the actual net lq-
come for the 12-month period, the tax for
the short period under section 47 (c) (2) is
$2,258.

Example (3). The facts are the came as In
example (2) in paragraph (a) of this cc-
tion. The taxpayer applies to have its tax
reduced under the provisions of cection 47
(c) (2). During the 4-month period from
September 1, 1942, to December 31, 19M2, the
X Corporation has $16,000 not income, in-
cluding $3,000 dividends from a domestic cor-

poratlon for which the credit provided in sec-
tion 26 (b) is applicable and $1,000 interest
on obligations of the United States described
in section 28 (a), and Its excess profits net
income computed for such 4-month period is
012,00. The net Income for the 12-month
period from January 1, 1942, to December 31,
1942, Is, therefore, M000. For such 12-month
period, the dividends from domestic corpora-
tions for which the credit provided In section
20 (b) L3 applicable amount to $15.000, and
the inte=t on United. States obllgations d-
combed n section 26 (a) amounts to $5,000.
The ezess profits tax for the short period is
$16,402.50. The excess profits tax for the tax-
able year from S&ptember 1, 1942, to Au-ast
31, 1943, which Includes the last four months
of the 12-month period. is $43,00, and the
excess profits net income for such period Is
C93,000. The tax for the short period s re-
ducd under section 47 (c) (2) to $15,480.61,
computed as follows:

January 1, 1942, to December31, 2942. -------------- $8,000. 00
Exce profits tax for

8-month period
January 1, 1942, to
August 31, 1942--- $16,402.50

Exccss profits tax for
fiLcal year Septem-
ber 1. 1942, to Au-
gust 31. 1943 _..... 43,200.00

Exce=3 profits net n-
come for period
September 1. 1942,
to December ' 31,
1942 2......... 12,000.00

Exce profits net in-
come for fiscal year
September 1, 1942,
to August 31, 1943. 96,000.0

Portion of exces prof-
its tax allocable to
period S-ptember 1,
1942. to December
31, 194212,000 0
(=Y.643,200)1 5,400:'00

90,000 /
Excess profits tax Im-

po ed for 12-month
period January 1,
1942. to December
31,1942 (816,402.50+
85,400.00) ...... 21, 802. 50

Subtr actng: Adjusted excess
profits net income for 12-month
period January 1, 1942, to
December 31, 1942 (amount of
which tax for 12-month period
is 90 percent, or

is-110 o)) --- 24,225. 00

L Dividends received credit
provided by section 26 (b) (85
percent of $15.000)- ..... 12,750.00

Surtax net ncome_. 51,025.00
Les: Credit provided in section

26 (a) for interest on United
States obligations .....-... 5, 000. 00O

Normal tax net ncome.... 46,025.00
Normal tax on 646,025 -..... 10,767.75
Surtax on $5!025 --- 8,18.00

Total tax on annual income- 18,931.75
Net Income for 8-month-

period January 1, 1942,
to August 31, 1942.-- $72,000

Net income for 12-month
period January 1, 1942,
to December 31, 1942. $83,000

Amount of tax for 8-month pe-
rlcd January 1, 1942, to August
31, 1942
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(E, X $18,931.) ----- $15, 489. 61
88000

The ainount of tax that would be due If
the income for the short period were not
placed on an annual basis is $15,354.75, com-
puted as follows:

Net income for 8-month period-- $72; 000.00
Excess profits tax for -

8-month period-.... $16,402.50

Subtracting: Ad-
justed excess prof-
its net income
(amount of which
tax for period is
90 percent, or
(192 X$16,402.50 18,225.00

Credit for dividends
received (85 per-
cent of $12,000)---- 10, 200. 00

28, 425. 0o

Surtax net income --------- 43,575.00
Less: Credit for interest on

United States obligations --- 4,000.00

Normal tax net income- 39, 575.00

Normal tax on $39,575 ----------- 8,768.25
Surtax on $43,575 -------------- 6,586.50

Total tax for period -------- 15,354.75

Since the tax for the short period computed
under section 47 (c) (2) by reference to the'
actual income for the 12-month period, or
$15,489.61, is greater than the tax that would
be due if -the Income for the short period
were not placed on an annual basis, or
$16,354.75, the tax for the short period is
reduced to $15,489.61, the tax computed by
reference to the income for the 12-month
period.

(c) Application to compute tax under
section 47 (c) (2). A taxpayer desiring
the benefit of section 47 (c) (2) must
file an application therefor. If at the
time the return for the short period is
filed the taxpayer is able to detern ne
that the 12-month period ending with
the close of the short period will be used
In the computations under section 47 (c)
(2), then the tax on the return for the
short period may be determined under
the provisions of section 47 (c) (2). In
such a case, an income tax return form
covering the 12-month period shall be
attached to the return as a part thereof,
and the return will then be considered
the application for the benefits of section
47 (c) (2) required by that section. In
all other cases, the taxpayer shall file its
return and compute its tax as provided
in parairaph (a), and the application for
the benefits of section 47 (c) (2) shall be
made In the form of a claim for credit
or refund. The claim shall set forth
the computation of the net income and
the tax thereon for the 12-month period,
and must be filed not later than the tim6
prescribed for filing the return for the
first taxable year ending with or after
the twelfth month after the beginning
of the short period. Forexample, the
taxpayer changes its accounting period
from the calendar year basis to the fiscal
year basis ending September 30, and files
a return for the period from January 1,
1942, to September 30, 1942. Its applica-
tion for the benefits of section 47 (c) (2)
must be filed not later than the time
prescribed for filing its return for the
first taxable year which ends on or after

the last day of December, 1942, the
twelfth month after the beginning of
the short period. In this case, the tax-
payer must file its application not later
than December15, 1943, the time pre-
scribed for filing the return for its fiscal
year ending September 30, 1943. How-
ever, if it obtains an 6xtension of time
for filing the return for such fiscal year,
it may file its application during the pe-
riod of such extension. If the Commis-
sioner determines that the taxpayer has
established the amount of the net income
for the 12-month period, any excess of
the tax paid for the short period over
the tax computed under section 47 (c)
(2) will be credited or refunded to the
taxpayer in the same manner as in the
case of an overpayment.
SEc. 48. DEFn TIONS [as amended by seo.

135 (d), Rev. Act 19421.
When used in this chapter-
(a) Taxable year. "Taxable year" means

the calendar year, or the fiscal year ending
during such calendar year, upon the basis of
which the net income is computed under this
Part' "Taxable year" means, in the c.,se of a
return made for a fractional part of a year
under the provisions of this chapter or under
regulations prescribed by the Commissioner
with the appioval of the Secretary, the period
for which such return is made.

(b) Fiscal year. -'iscal year" means an
accounting period of twelve months ending
on the last day of any month other than
December.

(c) "Paid or incurred", "paid or accrued".
The terms "paid or incurred" and "paid or ac-
crued" shall be construe& according to the
method of accounting upon the basis of
which the net income is computed under this
Part. •

(d) 7rade or business. The term "trade or
business" includes the -performance of the
functions of a public office.

RETURNS AND PAYLMENT OF TAX
SECL 51. INDuAL nruRNs [as amended by

sec.P7, Rev. Act 1940; sec. 112 (a), Rev. Act
1941; sees. 131 (c), 136 (a), Rev. Act 19421.

(a) Requirement. The following individuals
shall each make a return, which shall contain
or be verified by a written declaration that
it is made under the penalties of perjury,
stating specifically the items of his gross
income and, the deductions and credits al-
lowed under-this chapter and such other in-
formation for the purpose of cariying out the
provisions-of this chapter as the Commissioner
with the approval of the Secretary may by
regulations prescribe-,

(1) Every individual who Is single or who
is married but not living with husband or
wife, if having a gross income for the taxable
year of $500 or over.

(2) Every indlyidual who is married and
living with husband or wife, if no joint re-
turn is made under subsection (b) and if-

(A) Such individual has for the taxable
yeai a gross income of $1,200 or over, and the
other spouse has no gross income; or (B)
Such individual and his spouse each has for
the taxable year a gross income and the ag-
gregate gross income is $1,200 or over.

(b) Husband and wife. In the case of a
husband and wife living together the income
of each (even though one has no gross in-
come) may be included n a single return
made by them jointly, in which case the tax
shall 'be computed on the aggregate income,
and the liability with respect to the tax shall
be joint and several. No joint return may
be made if either the husband or wife is a
nonresident alien.

'This Part comprises sections 41 to 48,
Inclusive.

(c) Persons under disability. If the tax-
payer is unable to make his own return, the
return shall be made by a duly authorized
agent or by the guardian or other person
,charged with the care of the person or prop-
erty of such taxpayer.

(d) Signature presumed correct. The fact
that an individual's name Is signed to a filed
return shall be prima-aclo evidence for all
purposes that the return was aetualy signed
by him.

(e) Fiduciaries. For returns to be made by
fiduciaries see section 142.

§ 29.51-1 individual returns-(a) In
general. For each taxable year a return
of income shall be made by each citizen
of the United States, whether residing
at home or abroad, and every individual
residing within the United States though
not a citizen thereof, whether or not
such citizen or resident Is the head of a
family or has dependents:

(1) If single or married but not liV-
ing with husband or wife for any part
of the taxable year, and if having for
the taxable year a gross income (as de-
fined in sections 22 and 116) of $500 or
over, or such income Is equal to, or In
excess of, the credit allowed by section
25 (b) (1) and (3) (computed without
regard to any credit to which he may be
entitled as the head of a family). See
§§ 29.25-7 and 29.47-1.

(2) If married and living with hus-
band or wife for the entire taxable year,
if no joint return Is made, and if:

(i) Having for the taxable year a gross
income of $1,200 or over, and the otler
spouse has no gross Income; or

(ii) Such Individual and his or her
spouse each has for the taxable year a
gross income and the aggregate gross in-
come of the two is $1,200 or over; or

(iii) Such taxable year is a period of
less than 12 months, if such individual
has for the taxable year a gross Income,
and if the aggregate gross income of such
individual and his or her spouse Is equal
to, or in excess of, the credit for personal
exemption allowed by section 25 (b) (1)
and (3). See §§ 29.25-7 and 29,47-1.

(3) If married and living with hus-
band or wife for any part of the taxable
year but not at the close thereof, or If
married and living with husband or wife
at the close of the taxable year, but not
during the entire taxable year, if no Joint
return is made, and If:

(i) Having for the taxable year a gross
Income equal to, or in excess of, the
credit allowed him or her by section 25
(b) (1) and (3) (computed without re-
gard to any credit to which he or she
may be entitled as the head of a family
(see § 29.25-7), and the other spouse has
no gross income; or

(ii) Such individual and his or her
spouse each has for the taxable year a
gross income, and their aggregate gross
income Is $1,200 or over, or Is equal to, or
in excess of, the credit allowed them by
section 25 (b) (1) and (3) (computed
without regard to any credit to which
either or both may be entitled as the
head of a family (see § 29.25-7) ).

(b) Joint returns. A husband and
wife, if living together at the close of
the taxable year, may elect to make a
joint return (see section 51 (b),), that Is,
to include in a single return made by
them jointly the income and deductions,

14972



FEDERAL REGISTER, Wednesday, November 3, 1913

of each, even though one has no gross
Income. In such a case, the tax shall be
computed on-the aggregate income. The
liability with respect to the tax shall be
joint and several. If one spouse dies
prior to the last day of the taxable year,
the surviving spouse may not include
the income of the deceased spouse in a
joint return f6r such taxable year. A
joint return may not be made if either
the husband or wife is a nonresident
alien.

A joint return of a husband and wife
(if not made by an agent, see § 29.51-2)
shall be signed by both spouses. An
oath is not necessayi but both spouses
shall verify the return as provided in
section'51. If signed by one spouse as
agent foi the other, authorization for
such action must accompany the retdrn.
(See § 29.51-2.) The spouse acting as
agent for the other shall, with the prin-
cipal, assume the responsibility for mak-
ing the return and incur liability for the
penalties provided for erroneous, false,
or fraudulent returns.

For.returns by fiduciaries, see section
142; by partnerships, see section 187; and
by nonresident alien individuals, see sec-
tion 217. For time and place for filing
returns, see section 53.

§ 29.51-2 Form of return. The re-
turn shall be on Form 1040 except that
it nay be on short Form 1040A if (1) the
gross income does notexceed $3,000 and
consists -wholly of salary, wages, com-
pensation for personal services, divi-
dends, interest, or annuities, (2) the re-
turn is made on a cash basis, and (3)
the taxpayer (if not excluded by sec-
tion 404) elects to pay the tax imposed
by section 400 in lieu of the tax imposed
by sections 11 and 12. The forms may
be had from the collectors of the several
districts. The return may be made by
an agent if, by reason of illness, the per-
son liable for the making of the return
is unable to make it. The return may
also be made by an agent if the taxpayer
is unable to make the return by reason
of continuous absence from the United
States for a period of at least 60 days
prior to the date prescribed by law for
making the return. Whenever a return
is made by an agent it must be accom-
panied by the prescribed power of at-
torney, Form 935, except that an agent
holding a valid and subsisting general
power of attorney authorizing him to
represent his principal iii making, exe-
cuting, and filing the income return, may
submit a certified copy therbof in lieu of
the authorization on Form 935. The tax-
payer and his agent, if any, are respon-
sible for th6 return as made and incur
liability, for the penalties provided for
erroneous, false, or fraudulent returns.
For returns of nonresident aliens, see
§§ 29.217-1 and 29.217-2.

The home or residential address of the
taxpayer (including the street and num-
ber; if any) shall be given in the space
-provided at the top of the return for
the name and address of the taxpayer.
A taxpayer having a permanent business
address may give that address as the
'principal or-mailing address, provided
that the complete home or residential

No. 218-13

address is also given within the space
provided.

§ 29.51-3 Return. of income of minor.
An individual, although a minor, who Is
single, is required to render a return
of income If he hds a gross income of his
own of $500 or over for the taxable year,
regardless of the amount of his net in-
come. If the aggregate of the gross in-
come of such a minor from any property
which he possesses, and from any funds
held in trust for him by a trustee or
guardian, and from his earnings which
belong to him, is at least $500, regardless
of the amount of his net income, a re-
turn, as in the case of any other indi-
vidual, must be made by him or for him
by his guardian, or other person charged
with the care of his person or property.
(See § 29.142-2.) If he Is married, see
§ 29.51-1. If under the laws of a State
the earnings of a minor belong to the
minor, such earnings, regardless of
amount, are not required to be included
in the return of the parent. In the ab-
sence of proof to the contrary, a parent
will be assumed to have the legal right
to the earnings of the'minor and must
include them in his return.

§ 29.514 Verification of returns. (a)
A return of an individual required to be
filed under section 51 shall contain or
be verified by a written declaration that
it is made under the penalties of per-
jury. All other income tax returns must
be verified under oath or affirmation.
The oath or affirmation may be admin-
istered by any person duly authorized to
administer oaths for general purposes
by the law of the United States or of any
State, Territory, or possession of the
United States, or of the District of Co-
lumbia, wherein such oath or affirmation
is administered, or by a consular officer
of the United States. Persons In the
naval or military service of the United
States may verify their returns before
any official authorized to administer
oaths for the purposes of those respec-
tive services. Income tax returns ex-
ecuted. abroad may be attested free of
charge before United States consular
officers. If a foreign notary or other for-
eign official having no seal should act as
attesting officer, the authority of such
attesting officer should be certified to
by some judicial official or other proper
oficer having knowledge of the appoint-
ment and official character of the attest-
ing officer. I

(b) Income tax returns actually pre-
pared by other persons for individuals
required to file returns under section 51
shall be verified as provided in section 51.
If any person or persons actually prepare
any other income return for another per-
son, the prescribed form of affidavit on
the return shall be subscribed and sworn
to by such person or persons preparing
the return. Such affidavit Is required on
all such income returns required under
the Internal Revenue Code except the
following:

(1) Returns required under sections
143 and 144 (relating to withholding of
tax at the source);

(2) Returns required to be made by
departing aliens under section 146;

(3) Returns required under sections
147, 148, and 149 (relating to informa-
tion at source);

(4) Returns by subsidiary corporations
included in consolidated returns; and

(5) Returns required under sections
338 (a), 339, and 3604 (relating to
monthly Information returns filed by
officers and directors, and also monthly
and annual information returns filed by
certain shareholders, of certain foreign
corporations, and returns as to the for-
mation of foreign corporations).
Such affidavit Is not required if the actual
preparation of the return Is a regular and
usual Incident of the employment of one
regularly and continuously employed for
full time by the person for whom the re-
turn is made (as in the case of a clerk,
secretary, bookkeeper, accountant, etc.).
If, however, the employee is not regu-
larly or continuously employed by the'
person for whom the return is made for
the full time, or the actual preparation
of the return is not a regular and usual
incident of such employment, the re-
quirements of this paragraph apply.
Thus, if the return is prepared by an
accountant or firm of accountants mak-
ing periodical audits of the accounts of
the person for whom the return is pre-
pared, the affidavit is required. If the
return is a separate return of a married
person, the affidavit is required, although
the one actually preparing the return is
the husband or wife of the taxpayer. A
person who renders mere mechanical as-
sistance or preparation as, for example,
a stenographer or typist, is not considered
as preparing the return. If, n the course
of his official duties, a deputy collector,
an internal revenue agent, or other officer
or employee of the Bureau of Internal
Revenue actually prepares the return,
the person for whom the return is made
shall make in the return a brief state-
ment to that effect, and It will not be
necessary to make the sworn statement
required by this pararaph.

§ 29.51-5 Use of Prescribed forms.
Copies of the prescribed return forms
will so far as possible be furnished taxr
payers by collectors. A taxpayer will
not be excused from making a return,
however, by the fact that no return form
has been furnished to him. Taxpayers
not supplied with the proper forms
should make application therefor to the
collector in ample time to have their
returns prepared, verified, and flied with
the collector on or before the due date.
Each taxpayer should carefully prepare
his return so as fully and clearly to set
forth the data therein called for. Re-
turns which have not been so prepared
will not be accepted as meeting the re-
quirements of the Internal Revenue
Code. In lack of a prescribed form a
statement made by a taxpayer disclosing
his gros income and the deductions
therefrom may be accepted as a tentative
return, and if filed within the prescribed
time the statement so made will relieve
the taxpayer from liability to penalties,
provided that without uiinecessary delay
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such a tentative return is supplemented
by a return made on the proper form.
(See further §§ 29.53-2 to 29.53-4, inclu-
sive.)

SEc. 52. CORPORATION RETURNS [as amended
by sec.'159 (f), Rev. Act, 1942.1

(a) Requirement. Every corporation sub-
ject to taxation under this chapter shall
make a return, stating specifically the items
of its gross income and the deductions and-
credits allowid by this chapter and such
other information for the purpose of carry-
ing out the provisions of this chapter as the
Commissioner with the approval of the Sec-
retary may -by regulations prescribe. The
return shall be sworn to by the president,
vice president, or other principal officer and
by the treasurer, assistant treasurer, or chief
accounting officer. In cases where receivers,
trustees in bankruptcy, or assignees arg oper-
ating the property or business of corpora-
tions, such receivers, trustees, or assignees
shall make returns for such corporations in
the same manner and form as corporations
are required to make returns. Any tax due
on the basis of such returns made by re-
ceivers, trustees, or assignees shall be col-
lected in the same manner as if collected
from the corporations of whose business or
property they have custody and control.

(b) Cross reference, 'For provisions relat-
ing to consolidated returns, see section 141.

§ 29.52-1 Corporation returns. Every
corporation not expressly exempt from
tax must make a return. of income, re-
gardless of the amount of its net income.
In the case of ordinary corporations, the
return shall be on Form 1120. For re-
turns of insurance ,companies, see
§§ 29.201 (b)-1, 29.204 (a)-1, and 29.207-7;
of foreign corporations, see section 235;
and of affiliated corporations, see section
141 and § 29.141-1. A corporation having
an existence during any portion of a
taxable year. is required to make a re-
turn. If a corporation was not in ex-
istence throughout an annual account-
ing period (either calendar year or fiscal
year), the cotporation is required to
make a return for that fractional part
of a year during which it was in ex-
istence. A corporation is not in existence
after it ceases business and dissolves, re-
taining no assets, whether or not under
State law it may thereafter be treated as
continuing as a corporation for certain
limited purposes connected with winding
up its affairs, such as for the purpose of
suing and being sued. If the corporation
has valuable claims for which it will
bring suit during this period, it has re-
tained assets, and it continues in exist-
ence. A corporation does not go out of
existence if it is merely turned over to
receivers or trustees who continue to
operate it. A corporation which has re-
ceived a charter, but has never perfected
its organization, which has transacted
no business and had no income from any
source, may upon presentation of the
facts to the collector. be relieved from
the necessity of making a return as long
as It remains in an unorganized condi-
tion. In the absence of a proper show-
Ing to the collector such a corporation
will be required to make a return. For
information returns by 'corporations
contemplating dissolution or liquidation,
see section 148 (d). For information re-
turns by corporations of distributions in
liquidations, see section 148 (e). For
information returns by corporations re-

lating to profits of the taxable year de-
clared as dividends, see section 148 (b).
For verification of returns and use of
prescribed forms, see §§-29.51-4 and
-29.51-5.

§ 29.52-2 Returns by receiver. Re-
ceivers, trustees in dissolution, trustees
in bankruptcy, and assignees, operating
the property or business of corporations,
must make returns of income for such
corporations. If a receiver has full cus-
tody of and control over the business or
property of a corporation, he shall be
deemed to be operating such business or
property within the meaning of section
52, whether he is engaged in carrying on
the business for which the corporation
was organized or only in marshaling, sell-
ing, and disposing of its assets for pur-
poses of liquidation. Notwithstanding
that the powers and functions of a cor-
poration are suspended and that the
property and business. are for the time
being in the custody of the receiver,
trustee, or assignee, subject to the order
of the court, such receiver, trustee, or
assignee stands in the place of the cor-
porate officers and is required to perform
all the duties and assume all the liabili-
ties which would devolve upon the officers.
of the corporation were they in control.
(See sections 274 and 298 and §§ 29.274-1

* and 29.274-2.) A receiver in charge of
only part of the property of a corpora-
tion, however;, as, for example, a receiver-
in mortgage foreclosure proceedings in-
volving merely a small portion of its
property, need not make a return of
income.

SEC. 53. TiMz AND PLACE FOR FMnON RE-
TURNS.

(a) Time for fling-(1) General rule.
Returns made on the basis of the calendar
year shall be made on or before the 15th- day
of Maich following the close of the calendar
year. Returns made on the basis of a fiscal
year shall be made on or before the 15th day
of the third month following the close of
the fiscal year.

(2) Extension of time. The Commissioner
may grant a reasonable extension of time for
filing returns, under such rules and regula-
tions as he shall prescribe with the approval
of the Secretary. Except in the case of tax-
payers who are abroad; no such extension
shall be for more than'six months.

(b) To whom return made-(l) Individu-
als. Returns (other than corporation re-
turns) shall be made to the collector for
the district in which is located the legal
residence or principal place-of business,of
the person making the return, or, if he
has no legal residence or.principal place of
business in the United States, then to the
collector at Baltimore, Maryland.

(2) Corporations. Returns of corpora-
tions shall be made to the collector of the
district' in which is located the principal
place of business or principal office or agency
of the corporation, or, if It has no principal
place og business or principal office or agency
in the United States, then to the collector
at Baltimore, Maryland.

§29.53-1 Time for filing returns.
Returns of income (except in the case
of nonresident alien individuals, as to
which see section 21.7, and foreign cor-
porations, as to which see section 235,
and except in the case of a return for a
fractional pa'rt of a year) must be made
on or before the 15th day of the third
month following the close of the taxable

year. The return by a taxpayer (other
than a nonresident alien individual or
nonresident foreign corporation) for a
fractional part of a year beginning in
1942 and ending in that year shall be
filed on or before March 15, 1943, In
all other cases, the return (other than a
return by a nonresident alien individual
or foreign corporation) for a fractional
part of a year shall be filed on or befdro
the 15th day of the third full calendar
month following the close of the frac-
tional part of a year, except that upon
a showing by the taxpayer Of unusual
circumstances, the Commissioner may
prescribe a later time for the filing of
the return. In such a case, the time
prescribed by the Commissioner shall
not be later than the 15th day of the
fifteenth month ending after the begin-
ning of such fractional part of a year.
A corporation going into liquidation dur-
ing any taxable year may, upon the com-
pletion of such liquidation, prepare a
return for that year covering Its income
for the part of the year during which It
was engaged in business and may Im-
mediately file such return with the col-
lector. See also section 148 (d) and (e),
For provisions relating to certain cases
in which the time for filing income tax
returns is postponed by reason of a mem-
ber (whether or not the taxpayer) of thle
military or naval forces of the United
States serving on sea duty or outside
the continental United States, by rea-
son of any other Individual (whether
or not the taxpayer) being outside the
Americas, or by reason of a locality
bing an area of enemy action or con-
trol, see Part 472 of this chapter.' See
such 15art also for the circumstances
under which the time for filing income
tax returns of the spouses of such mem-
bers or 'of such other individuals is in
certain cases postponed. See such part
also as to the time for filing income tax
returns of China Trade Act corporations.

§ 29.53-2 Extensions of time for filing
returns. It is important that the tax-"
payer render on or before the due date a
return as nearly complete and final as
it is possible for him to prepare. However,
the Commissioner is authorized to grant
a reasonable extension of time for filing
returns under such rules and regulations
as he shall prescribe with the approval
of the Secretary. Accordingly, authority
for granting extensions of time for filing
income tax returns is hereby delegated
to the various collectors of Internal rev-
enue. Application for extensions of time
for filing income tax returns should be
addressed to the collector of internal rev-
enue for the district in which the tax-
payer files his returns and must contain
a full recital of the causes for the delay,
Except in the case of taxpayers who are
abroad, no extension for filing Income tax
returns may be granted for more than
six months. For extensions of time for
payment of tax, see sections 56 (c) and
272 (J) 'and §§ 29.53-3, 29.50-2, and
29.272-3.

§ 29.53-3 Extensions of tine in the
case of foreign organizations, certain do-

18 F.R. 9602.
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mestic corporations, citizens of United
States residing or traveling abroad, and
nontazable returns of fiduciaries for es-
tates or trists. (a) An extension of time
'for filing returns of income for taxable
.years beginning after December 31, 1941,
is hereby granted up to and including the
15th day of the sixth month following the
close of the taxable year in the case of:

(1) Foreign partnerships regardless of
whether they maintain an office or place
of business within the United States;

(2) Foreign corporations which main-
tain an office or place of business within
the United States; /

(3) 'Domestic corporations which
transact their business and keep their
records and books of account abroad;

(4) Domestic corporations whose prin-
cipal income is from sources within the
possessions of the United States; and

(5) American citizens residing or trav-
eling abroad, including persons in mill-
tarypr naval service on dut y outside the
United States.
-In all such cases a statement must be

attached to the return showing that the
person for whom the return is made is a
person described in this subsection.

Takpayers who take advantage of this
extension of time will be charged with
interest at the rate of 6 percent per an-

-num on the first irstallment of tax, ifIany, from the original due date until
*paid.

(b) An extension of time for fling
*nontaxable returns of income for taxable
years beginning after December 31, 1941,
is hereby granted u1P to and including the
15th day of the Tafth month following the

'close of the taxable year in the case of
'fiduciaries for estates or trusts. The ex-
tension so granted is not applicable to
returns of benefibiaries or other distrib-
utees of sucli estates or trusts.

§ 29.53-4 Due date of return. The
due date is the date on or before which
a return is required to be fied in ac-
qordance with the provisions of the In-
ternal Revenue Code, including, in the
case of certain taxpayers to which sec-
tion-3804 or 3805 is applicable, the
provisions of such section and the regu-
lations prescribed thereunder (see Part

"472-of-this chdpter1), or the last day of
the period covered by an extension of
time granted by the Commissioner or a
collector. When the due date falls on
Sunday or a legal holiday, the due date
for fling returns will be the day follow-
ing such Sunday or legal holiday. If
placed in the mails, the returns should
be posted in ample time to reach the
collector's office, under ordinary han-
dling of the mails, on or before the date
on which the return is required to be
filed. If a return is made and placed in,
the mails in due course, properly ad-
dressed-and postage paid, in ample time

'to reach the office of the collector on or
before the due date, no penalty will at-
tach should the return not actually be
received by such officer until subsequent
to that date. If a question may be
raised as to whether the return was
posted in ample time to reach the col-
-lector's -office on or before the due date,

'8 P.R. 9602.

the envelope In which the return was
transmitted will be preserved by the
collector and forwarded to the Com's-
'sioner with the return. As to additions
to the tax in the case of failure to file
return within the prescribed time, see
section 291.

§ 29.53-5 Place for filing indfvidual
returns. Section 53 (b) (1) provides
that individual returns shall be made to
the collector for the district I which is
located the legal residence or principal
place of business of the person making
the return, or, If he has no legal residence
or principal place of business In the
United States, then to the collector at
Baltimore, Md. *

An individual employed on a salary or
commis ion basis who Is not also en-
gaged in conducting a commercial or
professional enterprise for profit on his
own hccount does not have a "principal
place of business" within the meaning of
section 53 (b) (1), and shall make his
return to the collector for the district in
which is located his legal residence, or, if
he has no legal residence in the United
States, then to the collector at Balti-

.more, Md.
Smc. 54. ERconvs Aim srECX nEnrums.
(a) By taxpayer. Every person liable to

any tax Impozed by this chapter or for the
collection thereof, rhal keep such records,
render under oath such statementz, make
such returns, and comply with such rules and
*egulatlons, as the Commissioner, with the
approval of the Secretary, may from time
'to time prescribe;

(b) To determine Iabflity "to fax. When-
ever In the judgment of the Comm=isoner
necessary he may require any p=on, by
notice served upon him, to make a return,
render under oath, such statementa, or keep
such records, as the Corissoner deems
sufficlent to show whether or not such person
'is liable to tax under this chapter.

(c) Information at the rource. For require-
ment of statements and returns by one per-
son to assist In determining the. tax liability
of another person, seo sectIons 147 to 1[0.

(d) Copf s of returns. If any person, re-
quired by law or regulations made pursuant
to law to file a copy of any income return
for any taxable year, falls to file such copy
at the time required, there shall be due and
assessed against such person 65 in the case
of an'ndLvldual return or $10 In the caso of
a fiduciary, partnership, or corporation -e-
,turn, and the collector with whom the re-
turn Is filed shall prepare such copy. Such
amount shn ba collected and paid, without
'interest, In the sme manner as the amount
of tax duo In excess of that shown by the tax-
payer upon a return In the cae of a mathe-
matical error appearing on the face of the
return. Copies of returansfiled or prepared
pursuant to this subsection shall remain
on file for a period of not less than two years
from the date they are required to be flied.
and may be destroyed at any time thereafter
under the direction of the Commissoner.

(e) Foreign personal holding companies.
For information returns by oMcers, directors,
ud large shareholders, with respect to
foreign personal holding companl-, ree sec-
tions 338, 339, and 340.

For information returns by attorneys, ac-
countants, and so forth, as to formation,
and so forth, of foreign corporations, see sec-
tion 3604.

§ 29.54-1 Records and income tax
forms. Every person subject to the tax,
except persons whose gross income (a)
consists solely of salary, wages, or similar

compensation for personal services ren-
dered, or (b) arises solely from the busi-
ness of growing and selling products of
the soll, shall, for the purpose of ena-
bling the Commissioner to determine the
correct amount of income subject to the
tax, keep such permanent books of ac-
count or records, including inventories,
as are sufficient to establish the amount
of the gross income and the deductions,
credits, and other matters required to be
shown in any return under chapter 1.
Such books or records shall be kept at
all times available for inspection by in-
ternal-revenue officers, and shall be re-
tained so long as the' contents thereof
may become material in the administra-
tion of any internal-revenue law.

Income-tax forms shall be prescribed
by the Commissioner and shall be exe-
cuted and filed in ageordance with these
regulations and the instructions on the
-form or Issued therewith.

S m. 5. Pu= r ox amows [as amended
by sec. 607, 2d Rev. Act 1940; sec 554 (d),
Rev. Act 19411.

(a) Public record and inspection. (1) Re-
turns made under this chapter upon which
the tax has been determined by the Comms-
loner shall constitute public records; but,

except as hereinafter provided in this sec-
tion, they shal be open to inspection only
upon order of the President and under rules
'and regulations preccribed by the Secretary
and approved by the President.

(2) And all returns made under this chap-
ter, subchapters A, B, ), and E of chapter
2. subchapter B of chapter 3, chapters 4, 7,
12. and 21. subchapter A of chapter 20, and
chapter 30, shall constitute public records
-and shall be open to public examination and
inspection to such extent as rb1ll be author-
Ized in rulez and re.ulatlons promulgated by
the PreAdent.

(3) Whenever a return is open to the in-
spection of any person a certified copy there-
of ehall, upon request, be furnished to such
person under rules and regulations pre-cribed
by the Commis. oner with the approval of
the Secretary. The Commissioner may pre-
scribe a reaconable fee for furnishing such
copy.

(b) Inspcction by Stcte-(1) State of-
17ce r. The proper ofcers of any State may,
upon the request of the governor thereof,
have cccec3 to the returns of any corpo-
ration, or to an abstract thereof showing the
namo and income of the corporation, at
such times and In such manner as the Sec-
retary may preccribe.

(2) State bodies or commi3sions. All in-
come returns filed under this chapter (or
copies thereof, If so prescribed by regula-
tons made under this subsection), shall be
open to inspection by any ofcilal, body, or
commLsIon, lawfully charged with the ad-
mini'ration of any State tax law, If the
inspection I, for the purpose of such ad-
mitinisi-atlon or for the purpose of obtaintn
Information to be furnished to local taxing
authorities as provided In this paragraph.
The Inspection shall be permitted only upon
written request of the governor of such
State, designating the representative of such
official, body, or commission to make the
inspection on behalf of such offiial, body, or
co-m- on. The inspection shall be made
In such manner, and at such times and
plaqes, as shall be prescribed by regulations
made by the Commtsioner with the approml
of the Secretary. Any information thus za-
cured by any official, body, or conission
of any State may be used only for the ad-
minlstration of the tax laws of such State,
except that upon written request of the
governor of such State any such Information
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may be furnished to any official, body, or
commission of any political subdivision of
such State, lawfully charged with the ad-
ministration of the tax laws of such political
subdivision, but may be furnished only for -

the purpose of, and may be used only for,
the administration of such tax laws.

(c) Inspection by shareholders. All bona
fide shareholders of record owning 1 per
centum or more of the outstanding stock of
any corporation shall, upon making request
of the Commissioner, be allowed to examine
the annual income returns of such corpo-
ration and of its subsidiaries.

(d) Inspection by committees o1 Congress-
(1) Committees on Ways and Means and
Finance. (A) The Secretary and any officer
or employee of the Treasury Department,
upon request from the Committee on Ways
and Means of the House of Representatives,
the Committee on Finance of the Senate, or a
select committee of the Senate or House
specially authorized to investigate returnS
by a resolution of the Senate or House, or a
joint committee so authorized by concurrent
resolution, shall furnish such committee sit-
ting in executive sesslo!i with any data of
any character contained in or shown by any
return.

(B) Any such committee shall have the
right, acting directly as a committee, or by
or through such, examiners or agents as
it may designate or appoint, to inspect any
or all of the returns at such times and in
such manner as it may determine.

(C) Any relevant or useful information
thus obtained may be submitted by the com-
mittee obtaining it to the Senate or the
House, or to both the Senate and the House,
as the case may be.

(2) Joint Committee onInternal Revenue
Taxation. The Joint Committee on Internal
Revenue Taxation shall have the same right
to obtain data and to inspect returns as the
Committee on Ways and Meansror the Com-
mittee on Finance, and to submit any rele-
vant or useful information thus obtained to
the Senate, the House of Representatives, the
Committee on Ways and Means, or the Com-
mittee on Finance. The Committee on Ways

.and Means or the Committee on Finance may
submit such information to the Hquse or. to
the Senate, or to both. the Houge and the
Senate, as the case may be.

(e) Inspection in collector's office of list
of taxpayers. The Commissioner shall as
soon as practicable in each year cause to be
prepared and made available to public in-
spection in such manner as he may deter-
mine, in the office of the collector In each
Internal revenue district and in such other
places as he may determine, lists containing
the name and the post-office address of each
person making an income-tax return in such
district.

(f) Penalties -for disclosing information-
(1) Federal employees and othbr persons. It
shall be unlawful for any collector, deputy
collector, agent, clerk, or other officer or em-
ployee of the United States to divulge or to
make known in any manner whatever not
provided by law to any person the amount
or source of income, profits, losses, e)Fpendi-
tures, or any particular thereof, set forth or
disclosed in any income return, or to permit
any income return or copy thereof or any
book containing any abstract or particulars
thereof to be seen or examined by any per-
son except as provided by law; and It shall
be unlawful for any person to print or pub-
lish in any manner whatever not provided
by law any income return, or any part thereof
or source of income, profits, losses, or, ex-
penditures appearing i7 any income return;
and any offense against the foregoing pro.
vision shall be a misdemeanor and be pun-
ished by a fine not exceeding $1,000 or by
imprisonment not exceeding one year, or
both, at the discretion of the court; and if
the offender be an officer or employee of the

United States he shall be dismissed from
office or'discharged from employment.

(2) State employees. Any officer, employee,
or agent of any State or political subdivision,
who divulges (except as authorized in para-
graph 2 of subsection (b), or when called
upon to testify in any judicial or adminis-
trative proceeding to which the State or
political subdivision, or such State or local
official, body, or commission, as such, is a
party) any information acquired. by him.
through an inspection permitted him or an-
other under paragraph 2 of subsection (b)
shall be guilty of a misdemeanor and shall
upon conviction be punished by a fine of not
more than $1,000, or by imprisonment for
not more than one year, or both.-

(3) Shareholders. Any shareholder who
pursuant to the provisions of this section
is allowed to examine the return of any
corporation, and who makes known in any
manner whatever not provided by law the
amount or source of income, profits, losses,
expenditures, or any particular thereof, set
forth or disclosed in any such return, shall
be guilty of a misdemeanor and be punished
by a fine not exceeding $1,000 or by -impris-
onment not exceeding one year, or both.

(4) Cross reference. For penalties for dis-
closing operations, style of work, or apparatus
of any manufacturer or producer, see section
4047.

§ 29.55 (b)-1 Inspection of returns.
Any properly authorized official, body,
or commission, lawfully charged with the
administration of any State tax law, or
properly designated representatives of
such Official, body, or commission, may,
in the discretion of the Commissioner,
inspect.income returns for the purpose
of such administration.' For the pur-
poses of this section the word "returns"
shall include information returns, sched-
ules, lists, andother written statements
filed with the Commissioner designed to
be supplemental to or to become a part
of income returns.

Requests for permission to inspect re-
turns must be in writing signed by the
governor under the seal of his State, and
must be addressed to the Commissioner
of Internal Revenue, Records Division,
Washington, D. C. The request must
state (a) the kind of returns it is desired
to inspect, (b) the taxable year or years
covered by the returns it is desired to
inspect, (c) the name of the official,
body, or commission by whom or which
inspection is to be made, (d) the name
of the representative of such official,
body, or commission, designated to make
the inspection, (e) by specific references,
the State tax law which such official,
body, or commission is charged with ad-
ministering and the law under which he,
she, or it is so charged, (f) the purpose

.for which the inspection is to be made,
and (g) if the inspection is for the pur-
pose of obtaining information to be fur-
nished to local taxing authorities, (1) the
name of the official, body, or commission
of any political subdivision of the State,
lawfully charged with the administra-
tion of the tax laws of such political sub- -
division, if any, to whom or to which the
information secured by the inspection is
to be furnished, and (2) the purpose for
whch the information is to be used by
such official, body, or commission.

In any case where inspection of the
returns is authorized in accordance with
the provisions of this section, the Coin-"
missioner may, in his discretion, permit

inspection of other records and reports
which contain Information Included or
required by statute to be Included In tho
return.

For inspection of returns, other than
on behalf of States or political subdivi-
sions thereof, and furnishing copies of
returns so open to inspection, see Subparb
F, approved by the President on August
28,, 1939, and Subpart H, approved Sep-
tember 20, 1939, of Part 458 of this
chapter.

SEc. 56. PAYiMNT oF TAX [as amended by
sec. 172 (f), Rev. Act 1942; sec. 5 (d), Current
Tax Payment Act 1943.]

(a) Time of'payment. The total amount
of tax Imposed by this chapter shall be paid
on the fifteenth day of March following the
close of the calendar year, or, If the return
should be made on the basis of a fiscal year,
then on the fifteenth day of the third month
following the close of the fiscal year.

(b) Installment payments. Except in the
case of an individual (other than an estate
or trust and other than a nonresident alien
with respect to whose wages, as defined In
section 1621 (a), withholding under Sub-
chapter D of Chapter 9 Is not made applica-
ble), the taxpayer may elect to pay the tax
in four equal Installments, in which caso the
first Installment shall be paid on the date
prescribed for the payment of the tax by the
taxpayer, the second installment shall be
paid on the fifteenth day of the third month.
the'third installment on the fifteenth day of
the sixth month, and the fourth Installment
on the fifteenth day of the ninth month,
after such date. If any Installment Is not
paid on or before the date fixed for its pay-
ment; the whole amount of the tax unpaid
shall be paid upon notice and demand from
.the collector. [Nor: The amendment of
this provision by sec. 5 (d), Current Tax
Payment Act 1943, effective with respect to
taxable years beginning after Decembor 31,

'1942, added the first clause, "Except * *
is not made applicable),".]

(c) Extension of time for 2)ayment-(l)
Genteral rule. At the request of the taxpayer,
the Commissioner may extend the time for
payment of the amount determined as the
tax by the taxpayer, or any installment
thereof, for a period not to exceed six months
from the date prescribed for the payment of
the tax or an installment thereof. In such
case the amount in respect of which tho ex-
tdnslon is granted shall be paid on or before
the date of the expiration of the period of
the extension.

(2) Liquidation of personal holding com-
panies. At the request of the taxpayer, the
Commissioner may (under regulations pro-
scribed by the Commissioner with the ap-
proval of the Secretary) extend (for a period
not to exceed five years from the date pro-
scribed for the payment of the tax) the time
for the payment of such portion of the.
amount determined as the tax by the tax-
payer as is attributable to the short-term ok
long-term capital gain derived by the tax-
payer from the receipt by him of ptoporty
other than money upon the complete liquida-
tion (as defined in section 116 (o)) of a cor-
poration. This paragraph shall apply only if
the corporation, for its taxable year preceding
the year in'which occurred the complete liqui-
dation (or the first of the series of distribu-
tions referred to in such section), was, under
the law applicable to such taxable year, a
personal holding company or a foreign per-
sonal holding company. An extension under
this paragraph shall be granted only if it is
shown to the satisfaction of the Commissioner
that the failure to grant it will result In un-
due hardship to the taxpayer. If an exten-
slon is granted the amount with respect to
which the extension is granted shall b paid
on or before the date of the expiration of the
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extension. If an extension is granted under
this paragraph the Commissioner may require
the taxpayer to( furnish a bond In such
amount, not exceeding double the amount
with respect to which the extension is
granted, and with such sureties as the Com-
missioner deems necessary conditioned upon
the payment of the amount with respect to
which the extension is granted in accordance
with the terms of the extension.

(d) Voluntary advance payment. A tax
imposed by this chapter, or any installment
thereof, may be paid, at the election of the
taxpayer, prior to the date prescribed for its
payment.

(e) Advance payment in case of jeopardy.
For advance payment in case of jeopardy, see
-section 146.

(f) Tax idthheld at source. For require-
ment of withholding tax at source, see sec-
tions 143, 144, and Part U of Subehapter D.
" (g) Fraationl parts of cent. In the pay-
ment of any tax under this chapter a frac-
tional part of a cent shall be disregarded un-
less it amounts to one-half cent or more, In
which case it shall be increased to 1 cent.

(h) "-Receipts. Every collector to whom any
payment of any income tax is made shall
upon request give to the person making such
-payment a full written or printed receipt
therefor.

§ 29.56-1 Date on which tax shall be
paid. -The tax, unless it is required to be
withheld at the source (see sections 143
and 144) or unlessit is to be paid by a
nonresident alien individual (see section
218) or a foreign corporation not hav-
ing any -office or place of business in the
United States (see section 23Q), is to be
paid on or before the 15th day of March
-following the close of the calendar year,
or, if the return is made on the basis of
a fiscal year, on or before the 15th day
of the third month following the close
of such fiscal year. In the case of a re-
turn. (other than a return by a nonresi-
dent hlien individual "or nonresident
foreign corporation) for a fractional
part of a year, the tax is to be paid on or
before the last day prescribed for the
filing of the return (see § 29.53-1). But
see I 2953-3. The tax may, at the option
of the taxpayer, be paid in four equal
Installments instead of in a single pay-
ment, in which case the first installment
is to be paid on or before the date pre-
scribed for the payment of the tax as a
single payment, the second installment
on or before the 15th day of the third
month, the third installment on or be-
fore the 15th day of the sixth month,
and the fourth installment on or before
the 15th day of the ninth month, after
such date. If the taxpayer elects to pay
the tax in four installments, each of the
four installments must- be equal in
amount, but any installment may be
paid, at the election of the taxpayer,
prior to the date prescribed for its pay-
ment. If an installment is not paid in
full on or before the date fixed for its
payment either by the Internal Revenue
Code or by the Commissioner in accord-
ance with the terms of an extension, the
whole amount of the tax unpaid shall be
paid upon notice and demand from the
collector.
I For provisions relating to certain cases
In which the date otherwise prescribed
for the payment of the tax or an install-
ment thereof is postponed by reason of
a member (whether or not the taxpayer)
of the military or naval forces of the

United States serving on sea duty or out-
side the continental United States, by
reason of any other individual (whether
or not the taxpayer) being outside the
Americas, or by reason of a locality be-
ing an area of enemy action or control,
see Part 472 of this chapter1 See such
part also for the circumstances under
which the date otherwise prescribed for
the payment of the tax or an installment
thereof of the spouses of such members
or of such other individuals is in certain
cases postponed. See such part al o as
to the time for payment of the tax by
China Trade Act corporations.

§ 29.56-2 Extension of time for pay-
ment of the tax or installment thereof.
If it is shown to the satisfaction of the
Commissioner that the payment of the
amount determined as the tax by the
taxpayer or any part or Installment
thereof upon the date or dates prescribed
for the payment thereof will result in
undue hardship to the taxpayer, the
Commissloner, at the request of the tax-
payer, may grant an extension of time
for the payment for a period not to ex-
ceed six months from the date prescribed
for'the payment of such amount, part,
or installment, except that the extension
may be for a period not to exceed five
years from the date prescribed for the
payment of the tax In the case of such
portion of the amount determined as the
tax by the taxpayer which is attributable
to the short-term or long-term capital
gain derived by the taxpayer from the
receipt by him of property other than
money upon the complete liquidation (as
defined in section 115 (c)) of a corpora-
tion if the corporation, for Its taxable
year preceding the year in which oc-
curred the complete liquidation (or the
first of the series of distributions re-
ferred to in section 115 (c)), was, under
the law applicable to such taxable year,
a personal holding company or a foreign
personal holding company., An exten-
sion will not be granted upon a general
statement of hardship. The term "un-
due hardship" means more than an in-

-convenience to the taxpayer. It must
appear that substantial financial loss, for
example, due to the sale of property at
a sacrifice price, will result to the tax-
payer from making payment of the
amount at the due date. If a market
exists, the sale of property at the cur-
rent market price is not ordinarily con-
sidered as resulting in an undue hard-
ship.

An application for an extension of
time for the payment of such tdx should
be made under oath on Form 1127 and
must be accompanied or supported by
evidence showing the 'undue hardship
that would result to the taxpayer if the
extension were refused. A sworn state-
ment of assets and liabilities of the tag-
payer and an Itemized statement under
oath showing all receipts and disburse-
ments for each of the three months Im-
mediately preceding the due date of the
tax are required and should accompany
the application. The application, with
the evidence, must be filed with the col-

18 F.R. 9602.
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lector, who will transmit it to the Com-
missioner with his recommendations as
to the extension. When it is received by
the Commissioner, It will be examined
and, if possible, within 30 days will be
denied, granted, or tentatively granted,
subject to certain conditiong of which
the taxpayer will be notified. The Corn-
mlsoner will not consider an applica-
tion for an extension of time for the
payment of a tax unless request therefor
is made to the collector on or before the
date prescribed for payment of the tax
or Installment thereof for which the ex-
tension is desired, or on or before the
date or dates prescribed for payment in
any prior extension granted.

As a condition to the granting of such
an extension, the Commissioner will usu-
ally require the taxpayer to furnish a
bond on Form 1130 in an amount not ex-..
ceeding double the amount of the tax or
to furnish other security satisfactory to
the Commissioner for the payment of
the tax, or installment thereof, on or
before the date or dates prescribed for
payment in the extension, so that the
risk of loss to the Government will not
be greater at the end of the extension
period than It was at the beginning of
the period. If a bond is required it shall
be conditioned upon the payment of the
tax, Interest, and additional amounts
assessed In connection therewith in
accordance with the terms of the ex-
tension granted, and shall be executed
by a surety company holding a cer-
tificate of authority from the Secre-
tary of the Treasury as an acceptable
surety on Federal bonds, and shall be
subject to the approval of the Com-
missioner. In lieu of such a bond, the
taxpayer may file a bond secured by
deposit of bonds or notes of the United
States equal in their total par value to
an amount nrot exceeding double the
amount of the tax, or installment there-
of. (See section 1126 of the Revenue
Act of 1926, as amended.) A request by
the taxpayer for an extension of time for
the payment of one installment does not
operate to procure an extension of time
for payment of subsequeht installments.
Nor does an extension of time for filing
a return operate to extend the time for
the payment of the tax or any part
thereof, unless so specified in the exten-
sion. If an extension of time for pay-
ment of the tax or any installment is
granted, the amount, time for payment
of which is so extended, shall be paid on
or before the expiration of the period of
the extension, together with interest at
the rate of 6 percent per annum on such
amount from the date when the payment
should have been made if no extension
had been granted until the expiration of
the period of the extension. (Seesection
295.)

§ 29.56-3 When fractional partof cent
may be disregarded. In the payment of
taxes a fractional part of a cent shall
be disregarded unless it amounts to one-
half cent or more, in which case it shall
be increased to 1 cent. Fractional parts
of a cent should not be disregarded in
the computation of taxes.

§ 29.56-4 , Receipts for tax payments.
3Upon request a collector will give a re-
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ceipt for each tax payment. In the case
of payments made by check or money
order the canceled check or the money
order receipt is usually a sufficient -re-
ceipt. In the case of payments in cash,
however, the taxpayer should in every
instance require and the collector should
furnish a'receipt.

SEC. 57. EkXAMIATIOTN OF RTURN AND DE-
TERMINATION OF TAX.

As soon as practicable after the return is
filed the Commissioner shall examine it and
shall determine the correct amount of the
tax.

§ 29.57-1 Examination of return and
determination of tax by the dommis-
sioner. As soon ds practicable after re-
turns are filed, they will be examined and
the correct amount of the tax determined
under such procedure as may be pre-
scribed from time to time by the Com-
missioner. * (See section 272.)

SEC. 68. DECLARATION OF ESTIMATED TAX Sy
INDIVIDUALS [as added by sec. 5 (a), Current
Tax Payment Act 1943].

(a) Requirement of declaration. Every in-
dividual (other than an estate or trust and
other than a. nonresident alien with respect
to whose wages, as defined in section 1621 (a),
withholding under Subchapter D of Chapter
9 is not made applicaple) shall, at the time
during the taxable year prescribed in sub-
section (d), make a declaration of his es-
timated tax for the taxable year If-

(1) his gross income from wages (as de-
fined in section 1621)

(A) in case such individual is single or
married but not living with husband or wife:
can reasonably be expected to exceed $2,700
for the taxable year; or did exceed $2,700 for
the preceding taxable year; or

(B) In case such individual Is married and
living with husband or wife: can, when added
to the gross income which can reasonably be
expected to be received by such husband or
wife from wages (as so defined), reasonably
b0 expected to exceed $3,500 for the taxable
year; or did when added to the gross income
of such husband or wife from wages (as so
defined) for the preceding taxable year, exceed
$3,600 for such preceding taxalle year; or

(2) his gross income from sources other
than wages (as defined in section 1621)

(A) in case such individual is single or
married but not living with husband or wife:
can reasonably be expected to exceed $100
for the taxable year and his gross income to
be such as will require the making of a return
for the taxable year under section 51; or did
exceed $100 for the preceding taxable year
and such individual either was required to
make a return under section 51 or 455 for such
preceding taxable year or would have been so
required If he had been single during the
whole of such preceding taxable year; or

(B) in case such individual is married and
living with .husband or wife: can, when
added to the gross income which can rea-
sonably be expected to be received by hus-
band or wife from such sources, reasonably
be expected to exceed $100 for the taxable
year and the aggregate gross income of such
husband and wife can reasonably be expected
to be such as will require the making of a re-
turn under section 51 or 455; or did, whgn
added to'the gross income of such husband
or wife from such sources for the preceding
taxable year, exceed $100 for such preceding
taxable year and such individual would have
been required to make a return under iec-
tion 51 or 455 for such preceding taxable year
if he had been married and living with hus-
band or wife during the whole of such pre-
ceding taxable year; or

(3) in case such taxable year Is the taxable
year beginning in 1943, such individual was

required to make a return under section 51
for the taxable year beginning in 1942, and
his gross income from wages (as defined in
section 1621)' for such taxable year is greater
than the gross income which can reasonably
be expected to be received fromn wages for
the taxable year beginning in 1943.

(b) Contents of declaration. In the dec-
laration required under subsection (a) the
individual shall state-

(1) the amount which he estimates as the
amount of tax under this chapter for the
taxable year, without regard to any credits
under sections 32, 35, and 466 (e); ,

(2) the amount which he estimates as the
credits for the taxable year under sections
32, 35, and 466 (e); and

(3) the excess of the amount estimated
under paragraph (1) over the amount esti-
mated under paragraph (2), which excess
for the purposes of this chapter shall be held
and considered the estimated tax for the
taxable year.

The declaration shall also contain such other
information for the purposes of carrying out
the provisions of this chapter as the .Com-

. missioner, with the approval of the Secre-
tary, may by regulations prescribe, and shall
contain or be verified by a written statement
that' it is made under the penalties of
perjury.

(c) Joint declaration by husband and
wife: In the case of a husband and wife
living together, a single declaration under
this section may be made by them jointly,
in which case the liability with respect to
the estimated tax shall be joint and several.
No joint declaration may be made if either
the husband or wife is a nonresident alien.
If a joint declaration is made but a joint
return is not made for the taxable year,
the estimated tax for such year may be
treated as the estimated tax of either the
husband or the wife, or may be divided be-
tween them.

(d) Time and place 1o: filing. The dec-
laration required under subsection (a) shall
be filed on or before the fifteenth day of the
third month of the taxable year, except that
if the requirements of subsection (a) are
first met after such date, the declaration
shall be filed on or before the fifteenth day
of the last month of the quarter of the
taxable year in which such requirements are
first met. An individual may make amend-
ments or revisions of a declaration f led un-
der this subsection, under regulations pre-
scribed by the Commissioner with the ap-
proval of .the Secretary. If so made, such
amendments or revisions shall be filed on or
before the fifteenth day of the last month of
any quarter of the taxable year subsequefit
to that in which the declaration was filed
and in which no previous amendments or
revisions have been made or filed. Decla-
rations and amendments and revisions there-
,of shall be fied with the Collector specified
in.section 53 (b) (1).

(e) Extension of time. The Commission-
er may grant a reasonable extension of
time for filing declarations and paying the
estimated tax, under such rules and regu-
lations as he shall prescribe with the ap-
proval of the Secretary. Except in the case
of taxpayers who are abroad, no such exten-
sion shall be for more than six months.

(f) Persons under disability. If the tax-.
payer is unable to make his own declaration,
the declaration shall be made by a duly.
authorized agent or by the guardian or other
pIerson .charged with the care of the person
or property of such taxpayer.

(g) Signature presumed correct. The fact
that an individual's name is signed to a filed
declaration shall be prima facie evidence for
all purposes that the declaration was ac-
tually signed by him.

(h) Publicity of declaration. For the pur-
poses of section 55 (relating to publicity of

returns), a declaration of estimated tax shall
be held and considered a return under this'
chapter. [NoT: Section 58 Is, under sec.
(f), Current Tax Payment Act 1943, effective
with respect to taxable years beginning after
December 31, 1942. The original section 60
consisted of cross-references.]

SEC. 59, PAYMENT OF ESTIMATED TAX 10s
added by sec. 5 (a), Current Tax Payment
Act 1943].

(a) In general. The estimated tax shall
be paid in four equal installments except
that-

(1) if the declatation is filed (otherwise
than pursuant to an extension of time) after
the fifteenth day of the third month of the
taxable year, ihe estimated tax shall be paid
in equal installments the humber of which
Is equal to the number of quarters remaining
in the taxable year (including the quarter In
which the declaration Is filed); and

(2) if any amendment or revision of a
declaration is filed, the remaining install-
ments shall be ratably Increased or decreased,
as the case may be, to reflect the Increase or
decrease, as the case may be, in the esti-
mated tax by reason of such amendment or
revision; and

(3) at the election of the individual, any
Installment of the estimated tax may be paid
prior to the date prescribed for its payment.

One installment of the estimated tax shall
be paid at the time of making the declar-
ation, and an Installment thereof shall be
paid on tte fifteenth day of the last month
of each succeeding quarter of the taxable
year. Payment of any installment of the
estimated tax shall be considered payment
on account of the tax for the taxable year,

(b) Assessment. The estimated tax shall
be assessed only to the. extent paid, [No,ll
Section 69 is, under see. 5 (f), Current Tax
Payment Act 1943, effective with respect to
taxable years beginning after December 31,
1942. The original section 59 congisted of
cross-references.]

SEC. 60. SPECIAL RULES FOR APPLICATIOIN Or
SECTIONS 68 AMn 59 [as added by sec. 6 (a),
Current Tax Payment Act 1943].

(a) Farmers. In the case of an individual
whose estimated gross income from farming
for the taxable year Is at least 80 per centurn
of the total estimated gross income from all
sources for the taxable year, in lieu of the
time prescribed in section 58 (d), the declar-
ation for the taxable year may be made at
any time on or before the fifteenth day of
the last month of the taxable year.

(b) Application to short taxable years.
The application of sections 68, 69, and 20
(a) (3), (4), and (6) to taxable years of
less than twelve months shall be as pro-
scribed in regulations prescribed by the Com-
missioner with the approval of the Secretary,

(c) Application to taxable years beginning
in 1943. If the taxable year is the calendar
year 1943, the fifteenth day of September,
1943, shall be substituted for the fifteenth
day of March for the purposes of section
58 (d). If the taxable year begins 'in 1043
after January 1, the date which shall be
substituted for the fifteenth day ofthe third
month of the taxable year for the purposes
of section 58 (d) shall be prescribed by regu-
lations prescribed by the Commissioner with
the approval of the Secretary. In either case
installments of the estimated tax for such
taxable year payable after September 1, 1943,
shall be ratably decreased to reflect the pay-
ments on account of a taxable year beginning
in 1942 which are treated as payments on
account of the estimated tax for a taxable
year begin'hing In 1943. [No',z Section 60
is, under sec. 5 (f), Current Tax Payment
Act 1943, effective with respect to taxable
years beginning after December 81, 1042.
The original section 60 consisted of cross-
references.]
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MMCELLANEOUS PROVISIONS

Sc. 61. LAws MADE APPLCADLE.
All administrative, special, or stamp provl-

idons of law, including the law relating to
the assessment of taxes, so far as applicable.
Ahall be extended to and made a part of
this chapter.

Sic. 62. Ruzi Am swuLoNs.
The Commissioner, with the approval of

the Secretary, shall prescribe and publish all
needful rules and regulations for the enforce-
ment of this chapter.

SEa. 63. P ICwAor ON STATSTCS.
The Commissioner, with the approval of

the Secretary, shall prepare and publish an-
nually statistics reasonably available with
respect to the operation of the income. vr-
profts and excess-profits tax laws, ncluding
classifications of taxpayers and of Income, the
amounts allowed- as deductions, exemptions,
and credits, and any other facts deemed pertl-
nent and valuable.

S=. 64. DEFOniNs.
For definitions of a general character, see

section 3797.

[Subpart C will appear in the issue for
Tzrursday, November 4, 1943, Subparts

D, E, F, and G will appear in the issue
for Friday, November 5, 19431

[SEAL] - ROmuT E. HANNEGAN,
Commissioner of Internal Revenue.

Approved: October 26, 1943.
JoH L. SULLIVAN,

Acting Secretary of the Treasury.

[F. R. Doe. 43-17458; Filed, October 28, 1943;
9:43. a m.]

TITLE Sf-AllERAL RESOURCES
..Chapter VI-Soid Fuels Administration

- for War
[BReg. 61

PART 602-GEN1MAL ORDERS AXD
DIRECTIVES

DELIVERIES OF ANTHRACITE COAL

The present interruptions in the pro-
duction of anthracite coal and the ful-
flIment of requirements for the defense'
of the United States will create a critical
shortage in the supply of anthracite Coal
for defense, for private account, and for
export. In order to insure the equitable
distribution of the available supply of
anthracite coal, it is necessary as a pre-
cautionary measure to place restrictions
upon deliveries of anthracite by retail
dealers. Accordingly, in order to effec-
tuate the purposes of Executive Order
No. 9332 and by virtue of the authority
conferred by that order, the following
regulation is issued by the Solid Fuels
Adminitrator for War:-

§602.101 Definitions. (a) "Anthra-
cite" means that coal which is generally
referred to as Pennsylvania anthracite
and is produced in the following coun-
ties In Pennsylvania: Carbon, Columbia,
Dauphin, Lebanon, Lackawanna, Lu-
zere, Northumberland, Schuylkill, Sus-
quehanna, and Wayne; and is limited to
the sizes generally known as broken, egg,
stove, chestnut, pea, No. 1 buckwheat and
No. 2 buckwheat (rice).

(b) "Retail dealer" means any person
who purchases anthracite for resale to
consumers.

(c) "Ten days' supply" includes all
anthracite coal of any usable kind, grade
or size n the consumer's bin required by
reasonable estimate to meet minimum
anthracite requirements of the consumer
for a ten-day period. 

§ 602.102 Restrictions upon anthracite
deliveries by retail dealers. (a) No retail
dealer shall deliver any anthracite coal
to any consumer if such consumer has
more than a ten days' supply; and no
consumer shall accept delivery of any
anthracite coal from a retail dealer if
such consumer has more than a ten days'
supply.

(b) A retail dealer may deliver an-
thracite coal up to but not in excess of o
one-half ton to any household consumer
If such consumer has less than a ten
days' supply.

(c) The restrictions of this section
shall apply regardless of whether any
consumer had title to any coal in the
possession of any retail realer on the
effective date of this regulation.

§ 602.103 Contemplated activities of
local committees of the office of Defense
Transportation. (a) It Is understood
that local committees functioning under
the direction of the Office of Defense
Transportation will, during the period
bf work stoppages In the anthracite pro-
ducing districts and during the effective
period of this Regulation, ascertain the
amount of anthracite In retail yard stor-
age piles In their communities, will ar-
range for the pooling of retail dealer de-
liveries and will coordinate in other ways
retail dealer activities in each anthracite
consuming community.

(b) It is understood that the local
committees functioning under the direc-
tion of the Office of Defense Transporta-
tion will indicate to the regional offIces,
of the Solid Fuels Administration for
War the tonnages of anthracite coal
critically needed by those communities
havirig insufficient anthracite to fore-
stall suffering threatened by weather
conditions. The Solid Fuels Administra-
for for War will, upon the recommenda-
tion of such local committees, arrange,
so far as practicable and appropriate, for
the shipment of sufficient tonnages of
anthracite that Is now being held, pur-
suant to direction of the Solid Fuels Ad-
ministration for War, In the anthracite
producing districts for distribution into
those communities whose need for an-
thracite appears to be critical.

§ 602.101 Delireries are not author-
ized under Office of Price' Adminirtra-
tion Ration Order No. 19 in contrarn-
tion of this regulation. 'As provided in
section 15 of Ration Order No. 19 Issued
by the Office of Price Administration, no
deliveries are authorized to be made
-under the provisions of that ration
order in contravention of the provisions
of this regulation.

' § 602.105 Violations. Any person who
wilfully violates any provisions of this
regulation is guilty of a crime, and upon
conviction may be punished by fine or
imprisonment. In addition, any such
person may be prohibited from making
or obtaining further deliveries of, or

from proce-sing or using material under
priority control and may be deprived
of priorities assistance.

§ 602106 Communications. All com-
munications regarding this regulation
should be addressed to the Solid Fuels
Administrator for War, Washington,
D.C.

This regulation shall become effective
immediately.
(E.O. 9332, 8 F.R. 5355; E.O. 9125, 7 F.R.
27/19; se. 2 (a), 54 Star. 676, as amended
by 55 Stat. 236 and 56 Stat. 1716)

Issued this 30th day of October 1943.
AB: FoarAS,

Acting Solid Fuels
Administrator for War.

[F. I. Dec. 43-17706; Filed. November 2.1943;
9:23 a. n.]

[Beg. 6, Amdt. f1
PART 602-GzuNst, ORDERS AN

DImcTIvEs
DELIVERIES OF AHTESACIZE COAL

It Is necessary to amend Solid Fuels
Administration for War Regulation No.
6 in order to prevent the imposition of
undue distribution difficulties upon retail
dealers of anthracite coal who serve as
a source of supply for larger consumers
of anthracite. Accordingly, pursuant to
powers conferred by Executive Order No.
9332, Solid Fuels Administration for War
Regulation No. 6 is hereby amended as
follows.

1. Section 602.102 (b) is amended to
read as follows:

§ 602.102 Restrictions upon anthra-
cite delireries by retafl dalers. * * *

(b) A retail dealer may deliver an-
thracite coal up to bug not in excess of
one-half ton to any household consumer
if such consumer has less than a ten
days' supply. A retail dealer may de-
liver anthracite coal in any quantity to
other than household consumers pro-
vided that the tonnage delivered, when
added to the Inventory on hand, does not
exceed a ten days' supply.

This amendment shall become ef-
fective Immediately.

Issued this Ist day of November 1943.
HAROLD L. ICXES,

Solid Fuels Administrator for War.

[P. I Doc. 43-17707; Filed, November 2,1943;
9:29 a. m.]

TITLE 32-NATIONAL DEFENSE
Chapter XI-Office of Price

Administration

PART 1351-FOOD Am FoOD PRODUCTS
[Lon 4so]

VDIBLE TREE NUTS
This regulation establishes maximum

prices for certain sales of edible tree
nuts, both In-shell and shelled, In order
to aid In stabilizing the cost of living.
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Such standards and specifications as
are used herein were, prior to this regu-
lation, in general use in the trade or
industry affected.

A statement of the considerations in-
volved in the issuance of this regulation
has been issued and filed with the Divi-
sion of the Federal Register.*

§ 1351.2010 Maximum prices for edible
tree nuts. Under the authority vested

'in the Price Administrator by the Emer-
gency Price Control Act of 1942, as
amended, and Executive Orders No. 9250
and 9328, Maximum Price Regulation
No. 490. (Edible Tree Nuts), which is
annexed hereto and made a part hereof,
is hereby issued.

AurHoaRn-: (56 Stnt. 23, 765; Pub. Law
151, 78th Cong.; E.O. 9250, 7 F.R. 7871, E.O.
9328, 8 P.R. 4681)
MAXIMUM. PRICE REGULATIoN No. 490-E]aILE

TREE NUTS
ARTICLE I-EXPLANATION OF THE REGULATION

See.
1. What this regulation covers.
2. General definitions.

. ARTICLE I--GENERAL PROVISIONS

3. Relationship to General Maximum Price
Regulation.

4. Statements to be made on invoice.
6. Records which sellers must-keep.
6. Compliance with this regulation,
7. Petitions for amendment.

ARTICLE r-PRICING PROVISIONS

8. Maximum prices for sales of walnuts, 11l-
berts, almonds and pecans.

9. Maximum prices for sales of all other
edible tree nuts.

10. General provisions affecting prices.

ARTICLE I-EXPLANATION OF THE REGULATION

SECTION 1. What this regulation-covers.
(a) This regulation establishes miaxi-
mum prices for all sales of edible tree
nuts except sales'by growers and country
dealers. (Fruit pits are not edible tree
nuts within the purview of this reguh-
tion.)

(b) This regulation does not apply to
the following sales:

(1) Export sales (see Second Revised
Maximum Export Price Regulation *),

(2) Sales by growers or country deal-
ers unless the particular seller is also
performing functions which bring him
within a class of sellers otherwise covered
by this regulation.

(c) This regulation is applicable to the
48 states of the United States and the
District of Columbia.

(d) This regulation becomes effective
November 3, 1943.

SEC. 2. General definitions. (a) The
following definitions are of general ap-
plicability throughout the regulation.
Definitions of limited applicability are
set forth in the text or tables at the spe-
cific places where they are pertinent.

1. "Grower" means a person who pro-
duces the kind of edible tree nuts being
priced.

2. "Wholesaler" and "retailer" mean
the persons respectively referred to as

*Copies may be obtained from Office of
Price Administration.

18 F.R. 4132, 5987, 7662, 9998.

"wholesalers" and "retailers" in Maxi-
mum Price Regulations Nos. 421,2 422,0
423,' and include all wholesalers and
retailers.

3. "Packer" means a person who
cleans, grades and packs the kind of
edible tree nuts being priced.

4. "Processor" means a person who
cleans, grades, packs, p6lishes and
bleaches the kind of edible tree nuts be-
ing priced. (In this industry the term"processor" is used only in the limited
sense set forth. It does not include such
persons as roasters and salters.)

5. "Sheller" means a person who shells
the kind of edible tree nuts being priced,
customarily in his own place of business,
for the purpose of recovering the nut
meats and selling them in the course of
trade or business.

6. "Roaster" or "salter" means the per-
son who roasted or salted the item being
priced.

7. "Primary distributor" means a dis-
tributor, other than . wholesaler or re-
tailer, who buys all he sells (for his own
account) of the kind of edible tree nuts
being priced, who customarily makes at
least 50% 'of his purchases in carlot
quantities, who stores them in/a ware-
house not owned or controlled by any of
his customers, and who customarily sells
in less than carlot quantities.

8. "Ultimate consumer" means a per-
son who buys nuts for direct consump-
tion. The term does not include a proc-
*essor, or commercial or industrial user,
-as for example, a baker or a confectioner.
- 9. "Iteme" means the particular kind,
variety, grade, size and style of pack of
edible tree nuts being priced.

(b) Unless the context requires other-
wise, the definitions contained in section

02 of the Emergency Price Control Act
of 1942, as amended, and § 1499.20 of the
General Maximum Price Regulation ap-
ply to the other terms used in this'
regulation.

ARTICLE I--GENERAL PROVISIONS

SEC. 3. Relationship to the Geneal
Maximum Price Regulation. The fol-
lowing provisions of the General Maxi-
mum Price Regulation, as well as any
arnendment thereto, shall be applicable
to every sale of edible tree nuts covered
by this regulation:

(a) Transfers of business or stock In trade
(§ 1499.5)

.(b) Federal and state taxes (§ 1499.7)
(c) Current records (§ 1499.12)
(d) Sales slips and receipts (§ 1499.14)

SEC. 4. Statements to be made on in-
voice. Sellers .of items covered by this
regulation shall in each case furnish the
buyer with an invoice or other document
of sale stating the quantity, kind, variety,
grade, size and style of pack and selling
price of the item being sold. If required
by the state in which the sale Is made,
it may also show the appropriate "state
grade". In addition, this information
may also be shown on the container or

2 8 F.R. 9328, 10569, 10987, 13293.
88 F.R. 9395, 10569, 10987, 12443, 12611,

13294.
'8 P.R. 9407, 10570,. 10988, 12443, 12611,

13294.

on a tag or label attached to the con-
tainer.

SEC. 5. Records which sellers must
keep. Every person subject to this regu-
lation, shall, so long as the Emergency
Price Control Act of 1942, as amended,
remains in effect, preserve for examina-
tion by the Office of Price Administration
all records customarily kept by him
(such as invoices, sales tickets, cash re-
ceipts, or other written evidences of sale
or delivery) which relate to the prices

-charged under this regulation.
SEc. 6. Compliance with this regula-

tion-(a) No selling or buying above
maximum prices. On and after Novem-
ber 3, 1943, regardless of any contract or
other obligation, no person shall sell or
deliver and no person, In the course of
trade or business, shall buy or receive
edible tree nuts at prices higher than
the maximum prices established by this
regulation, and no person shall agree,
offer, solicit, or attempt to do any of
these things. However, prices lower
than maximum prices may be chaged
and paid. 1

(6) Evasion. Nor shall any person
evade a maximum price, directly or indi-
rectly, whether by commission, service,
transportation or other charge or, dis-
count, premium or other privilege; by
"tying agreement or other trade under-
standing; by up-grading; by any change
of style or pack; by a business practice
relating to grading, labeling or pacag-
Ing; or in any other way.

(c) Enforcement. Any person violat-
ing a provision of this regulation is sub-
ject to the criminal penalties, civil en-
forcement actions, suits for triple dam-
ages, and proceedings for suspelision of
licenses provided by the Emergency Price
Control Act of 1942, as amended.

(d) Licensing. The provisions of Li-
censing Order No. 1, licensing all Iersons
who make sales under price control, are
applicable to all sellers subject to this
regulation or schedule. A seller's license
may be suspended for violations of the
license or of one or more applicable price
schedules or regulations, A person
whose license is suspended may not, dur-
ing the period of suspension, make any
sale for which his license has been sus-
pended.

SEc. 7. Petitions for amendments.
Any person seeking a modification of this
regulation may file a petition therefor in
accordance with the provisions of Re-
vised Procedural Regulation No. 1, is-
sued by the Office of Price Administra-
tion.

ARTICLE m-PRICINd PROVISIONS
SEc. 8. Maximum prices for walhuts,

filberts, almonds and pecans-(a) Ex-
planation of zones and maximum prices,
(1) For the purpose of this regulation
the territory of the United States is
divided into two zones.

Zone I Is all that part of the 48 states of
the United States west of Zone I.

Zone In Is all that part of the 48 states of,
the United States and District of Columbia
embraced In transcontinental groups I"" and

'8 PFR. 13244.
67 F.R. 8961, 8 P.R. 3313, 3533, 6173, 11800.
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"J", as described in North Cdast Territorial
Directory No. 40-I (Agent L. F. Klpp, L C. C.
No. 1492, Agent L. N. Doe, L C. C. No. 489,
Agent W. S. Curlett I. C. C. No. A-775 and
Agent B. T. Jones, L C. C.-No. 370) and all
points east of those groups, being roughly
all such territory on and east ofa line run-
ning in -a North-to-South direction through
Clearmont, Casper and Cheyenne (Wyo-
ming); Denver, Canon City, Chandler, Wal-
senberg. and Trinidad (Colorado); Farwell,
Barstow and Presidio (Texas).

(2) In the following tables maximum
prices are set forth in two parallel col-
umns, under the heads "Column 1" and
"Column 2". The zone in which physical
delivery of the goods is to be made de-
termines whether the Column I or the
Column 2 price for the item applies.

'The figures in Column 1 are f. o. b.
shipping point prices.- They are to be
used in every sale where physical deliv-
ery of the goods is to be made at a point
iri Zone I, regardless of the zone in which
the sales contract was made or the ac-
tual shipping point is located. The cost
of transportation (by the cheapest, most
direct and generally available means)
from shipping point to destination may
-be added.

The figures in Column 2 'are delivered
prices. They are to be used in every
sale where physical delivery of the goods
is to be made at a point in Zone II re-
gfardIess of the zone in" which the* sales
contract was made or the actual ship-
ping point is loc4ted* These figures in-
clude all -allowable transportation, and
nothing may be added to them for cost
Urtradsf5ortation.

There are exceptions to the foregoing
rules in the cases of certain sales. They
are found in the provisions immediately
following the price tables.

<b) Xa.bnum prices for certain sales.
(All figures are cents per pound.)

TA= 1-WArUMS

(The following prices apply to sales In con-
tainers of more than 50 pounds of nuts In-
shell, or of more than 5 pounds shelled. For
sales in smaller containers see 13) In this
table.)

(1) Maximum prices for sales by growers,
country dealers,- packers, processors and
shellers to primary distributors, whoZesalr,
commercial users and direct buyers other
than those expressly covered by this ,regula-
tion. Shellers:

ly-sHEL

Cola

Grade
(See

lst quality large -- ............
Ist quality medium and No. 1 size.
2d quality large
2d quality medium and No. I size..
3d qualty large -.. - ........- -
3d quality medium and No.1 size-
Baby sizes, all types and qualities
"(except]uem)

ight halves- ......
Lhtbl............... ....... I
AMlothers ---- --- .

(2) Maximum prices for sales
distributors.

No. 218- 14

man llCelusn 2.

explanation (In
ection s (a))

311 3234
28M4 30
28M~ Mo
27 1z 2336

X:n-SaIrLL

column l[ccio s2

(Sco explanatio In
r,-tLn 8(a))

1st quality 314...... 34 I C3
Ist quality sadlum and No.1 re. 31| 33
2dqualltylarge__. 31 . 3
2d qualiymeiti nd No.sIw... Z99 I 13I1
3d quality lage. .... ----- 3
3d quality, mlium and No. 1 w. SIM
B aby Eizs. all types and qualltIes C'4 23

(except Eurekas).

Llgbtbah .................... I [3 o,

(3) For sales of w.alnuts In containers of
50 pounds or less the following amounts may
be added to the price lsted In pargraphs
(1) and (2) of this table.

Amount whfch
Size of container: mij be added

More than 25 lb. to,50 lb. b.. ....
25 lb. bha or amalcr and 50 pound

cartons, or smaller..... .

5 pound cartons, or cmallr ......... 1

(4) For sale of "Jumbo" size Eranquette
and Mayette and medium size Mammoth
Mayette, Willson Wonder, BlIdu and Mlon-
dike varleties, 2 cents per pound may be
added to the price named for "First Quality
Large".
- (5) -This regulation dta not apply to
sales of any lot of the varieties commonly
known as Mayettcs, Extra Large, Vlllzon
Wonder and Soft-Shell, of which F31 or
more by count will not pa-. through a
round opening 96/64tha Inche3 In diameter.

(6) The walnuts for which maximum
prices are established by this cection are

'the 'nglish" (Juglans regla) varieties grown
in the western part of the United State3.

(7) "Grade" means the quallty and size
determined. In accordance with the pack
and quality specIfIcations precribcd pur-
suant to Food Distribution Order No. 821
issued by the War Food Adminitrator and
effective October 2, 10g3.

TA=~ 2-Frunz
(The following prices apply to sales In

containers of more than 50 lbs. for nuts
n-sbhell, or more than 35 lbs. shelled. Fqr
sales In smaller containers; e (3). In this
table.)

(1) Maximum prices for sles by groacts
country dealers, VacLer-, processors and
sheUers to primary distributors, wholecalers,
commercial users and direct bu,ers other
than those expressly corcred by this regu-
lation.

l:.Snr-LL

Grade 
Column IICImn 2

cSa ezpizatLen in
rGrin SO))

27 28 ZUmba.........------- - .-... I 1 31La g (exce r Brlluts) .... C31 .

116 23 Bab.__ _. Till

SOHI 15 Larw.................. I EMI a

B 71

W - primary
18 FPL 18283.

(2) Maximum, prices for zalez by prinavrj
distributors.

Columa IrColumn 2

Gradla
(See expla f t in

umo o.............. ..
LarZO (CxcePI Brixnnt4 31% 1%

(3) For flibertsa ck~ed In contaier d-o
sred bel om, the followzing amount may be
added to the pric listed in paragraphs (1)

and (2 of this table:

Ize-Sinz=
Amount

which may
Siza of container: be added

More than 25 lb..to 50 ls. bas_ _....
25 lb. bag or rmaller and 50 lb. caztons

48 1 lb. cellophane bas per c=--..._._ . 2
24 1 lb. celicphane bzg per cae...... 3

35 lb. cartons or -aller__ _

(4) For llberts described asLarge Brinuts,
one cent per pound may be added to the
price listed In paragraph (1) of this table for
"Large" in-shell.

(5) The fllberts. for which maximum prices
are eotablised by thLs -ecton are the edible
tree nuts of the varieties commercially knnwn
as "flberta

l 
or "hazelnuts", and grown in

the Northwestern part cf the United States.
(6) "Grade" mrans the quality and size

determined In accordance with the specifica-
tions for siz. variety ancq quality prescribed
by Ore-on Laws or 1939, Chapter 194

* TAmn 3--Amsszas
(The follor.ig prices apply to sales n con-

talners of more than 60 pounds for nuts In-
shell or more than 25 lbs. shelled. For sales
In smaller containers see (3) in. thhstable.)

(1) Maximum prices fr sales byr gro_:err,
country dealers, packers, prccesssra and
,helers to primary diatributors, rholezalrs,
commercial users and direct buyers other
than thoie expressly covered by this regula-
tion.

Caoamn 1,Column 2

s [ctio n (in

Nen-pardLI. P.....
IX. 4 2

3) - 3 o2r t P ~ _. 4 3:,

1jxl-==_31 3 ~

SIZSED

G rad e A-Wh o!-, a rLo,=1d:
IeC-S omat to t1:a2ee .51=W___ 86 S3
14-M3 ceaut to th oun........ R SI

24--3 ount t ..... 1 813
M2 cout to hs ... ........... 84
23-M, count to ts, oc.c....... 85 8
31..smllr and ±el1hr run..... SG &I,

Or""' B-S1=run-rrw...___ SO L12
Gaa C- Lo!,- nd treaca..... 1 9 Xt

Gra.de D-rLce...... ------- - -80i , s
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(2) Maximum prices for sales by primary mercial users and direct buyers other than
distributors, those expressly covered in this regulation.

IN-SEL

Column ljColumn 2

Variety (See explanation In
section 8(a))

Non-prr l ------------------------- 53M 55
IXL ---------------------- 44%l 46
No Plus --------------------- 45 47
Peerless ----------------------- _ 37Y4 39
Drake ----------------....---- -- - 37% 39
T'exas ---------------------------- 37 39
Miscellaneous -------------------- 373i 39

SHELLED

Grade A-Whole almonds, graded:
11-18 count to the ounce --------- 95 97
18-20 count to the ounce --------- I 95
20-22 count to the ounce --------- 92 94
22-24 count to the ounce --------- 0Y2 92%
24-26 count to the ounce ------- 89M 91M
26-28 count to the ounce ------- 90% 92A

* 28-30 count to the ounce ------- 94 96
30-smaller and sheller run ------- 95 97

Grade B-Sheller run ------------- 88 90
Grade C-Whole and broken-... 87 89
Grade D-Pieces -------- ------- 86 88

(3) For almonds packed in containers of
60 pounds or less the-following amounts may
be added to the prices set forth in subpara-
graphs (1) and (

2
)',of this table.

IN-SHELL
Amount
which

may be
Size of container: , added

Up to 25 lb. bag----------------
More than 25-lbs. up to 50 lb. bag .... /4
Up to 60 lb. carton -------...----- /
24--1 lb. pkgs ---------- ---------- 3

SHELLED

Up to 25 lb. carton --------------- 1
10-5 lb. cartons ------------------ 2
24-8 ounce pkgs ----------------- 4
48-8 ounce pkgs ----------------- 5

(4) For shelled almonds processed as fol-
lows the following amounts may be added to
the prices shown In (1) and (2) above.

Roasted and roasted salted ------------ 3
Diced or ground roasted --------------
Diced or halved natural -------------- 1
Blanched -------------------------- 9
Sliced natural ---------------------- . . .

(5) The almonds for which maximum
prices are established above are of the species
amygdalus communis grown in the western
part of the United States.

(6) The term "grade" as used above applies
only to shelled almonds as follows:

(i) Grade A means whole meats assorted
to size, containing not inore than 15 percent
meats the skins of which have been nicked
in the course of shelling.

(it) Grade B or "Sheller Run" means meats
ungraded as to size containing not more than
15 percent by weight broken or split meats.

(lII) Grade C or "Whole and broken meats"
means meats ungraded as to size containing
whole meats with not more than 30 percent
by weight broken or split meats.

(iv) Grade D or "Pieces" means broken or
split meats ungraded as to size.

TABLE 4-PEcANs

(The following prices apply to sales in
containers of more than 50 pounds for nuts
In-shell, or more than 25 pounds shelled.
For sales in smaller containers see (3) in
this table.)

(1) Maximum prices for sales by growers,
country dealers, shellers and processors to
primary distributors, wholesalers and corn-

Ix-SHELL

Column l1Column 2
* Grades

- See explanation in
section 8(a))

U. S. No. 1:
Oversize ----------------------- 3GY 38
Extra largo -------------------- 35% 37

S32 34

small --------------- -.0- I . 213
Commercial: -

Oversize ----------------------- 33, 35
'Extra large -- ..------------------ 323M 34
Large -------------------------- 31
,edium - - ----- 23 25
Small ------------ ------ 20 213&

Unclassified:
Improved-cleaned and culled._ 29, 31
Seedlings ----------------------- 20 211

SHEjLLED

Halves ------------------------ 82 24V
Pieces ------------------------- So 824
Ambers --------------------- 50 52

(2) Maximum prices for sales by primary
distributors.

IX-SHEL,

Column 1lun 2

Grades
(See explanation in

section 8(a))

U. S. No. 1:
Ovcrsfze ---..------------.......
Extra large ----------------------
Large ----------------------------
M edium ------------------------
Small ..........................

Commercial;
Oversize ----------------- ------
Extra large--- - ---
Lare .........-...............
M edium ----------------------
Small

Unclassifle,d . .
Improved-cleaned and culled ....

SHELLED

Halves .................
Pieces ---------
Am bers ---------------------------

-(3) Fpr pecans packed in containers of 50
pounds or less the following amounts may be
added to the prices in (1) and (2) above.

Amount which
may be added

Size of container:' (cents)
More than 25 lb. up to 50 lb. cartonr__ /4
More than 10 lb. up to 25 lb. carton.- /2
More than 5 lb. ip to 10 lb. carton--. 1V2
Up to 5 lb. carton ------ .----------- 2

SHELLED

6-8 oz. cellophane bags --------------- 8
12-4, oz. cellophane bags ------------- 1Q
12-1/ oz. cellophane bags ----------- 20
12-2 oz. vacuum jars ------------------- 20
12-3% oz. vacuum jars --------------- 18

(4) Maximum pries for 'In-Shell Schley
and Burkett pecans shal be 4 'cents pek
pound higher than the naximum price
named for other in-shell pecans In all typei
of sales."

(5) (i) For shelled _pecans halves of 250
count to the pound and under. 5 cents may
be added to the prices specified in (1) and
(2) above.

42 ':

(11) One-half cent per pound shall be do-
ducted from the prices specified In (1) and
(2) above for pecans In the shell which have
not been bleached and polished.

(6) "Country dealer" means a person who
buys pecans from growers for resale, He may,
also be known as an "accumulator".

(7) The pecans for which maximum prices
are established by this paragraph are nuts of
the species of Hickory tree "Carya Illinolesis"
pxcept the Hickory nut itself, grown In the
Mississlppt Valley, South and Southwestern
portions of the United States and In Mexico.

(I) "Improved" pecans means any pecans
counting less than 74 per pound, or which
count from 74 to 89 Inclusive and bear a
specific variety name of budded or grafted
pecans and have been certified by the grower
that they are from budded or grafted trees.
(14) "Seedling" pecans means any pecans

counting 90 or more 'per pound or pecans
counting from 74 to 89 Inclusive per pound
which do not bear a specific variety name of
budded or grafted pecan, or which have not
been certified by the grower that they are
from budded or grafted trees.

(8) "Grade" as above means the quality
and size determined by the standards sot
forth byqthe United States Department of
Agriculture known as "United kitates Stand-
ards for Unshelled Pecans" as amended and
effective September 15, 1943, which Is quoted
In part as follows:

"Size-The size of pecans, may be stated on
the basis of the following classification, pro-
ylded the nuts are not below U. S. Commer-
cial quality:

10 of the smallest
Size' Number ofnutq nuts In a represen.

tative lO-nUt
designation per pound z ample must weigh

at least: I

41
379

.31
24 Oversize .....

38% Extra large..
37g Large ......
34 Medium_....
27%- Small ------
24

Not more than 52..
Not more than GO..
01 to 73 .............
74 to 90 .............
91 to 115 ............

Iguivra-
tent In

Ouclies urarms
2.50 712.25 61
1.76 ro
1.60 43
1,25 2{t

32 i 34 1 1 When the sample for Inspection consists of mor titan
100 nuts, 10 percent, by count, of the smallest nuts will be
segregated and weighed. For example, If the sample
consists of 300 nuts as will generally be the ease when a
carload is being Inspected, 30 of the smallest nuts must
weigh at least three times the amount here shown for any

91 93 size designation.
so 91 " In selecting the smallest nuts, those which are by
56 53 observation the smallest in appearance are segregaten.

In deciding which is the smallest among two or more aolls
which appear to be about equal in size, tie lightest In
weight shall be used.

"In addition to having the requisite count
per pound for any size designation shown
in this' table, the lot must comply with the
restrictions as to the smallest nuts as In-
dicated. No tolerance shall be allowed.

"In lieu of the preceding size designations,
the size of pecans in any lot may be described
In accordance with the maximum number per
pound or the range In number per pound
without restriction as to the smallest nuts
In the lot. When this method of size speci-
fication Is used, no tolerance shall be allowed.
The size may also be described as an exact
number per pound as 05, 80, etc. When this
method Is used, the actual number per pound
may not vary by more than 12 percent from
the specified number.

"The size may also be described in terms"
of the diameter (10) of the smallest'nuts,
or range In diameters of the nuts in a lot
stated in sixteenth of an Inch. When so bpec-
ifled, not moro than 12 percent, by count,

,of the pecans In any lot may be below the
minimum diameter specified and not more
than 12 percent may be above the maximum
diameter specified.

"Grades--U. S. No. 1 shall consist of un-
shelled pecans which are fairly uniform In
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color of shells (1). fairly well shaped (2),
and free from damage (3) caused by stains
or adhering hulls (3a), split or broken shells
(3b), loose hulls or other foreign material
(3). or other means. The kernels shall be
well cured (4), free from rancidity (5), molds
(6), decay (7), worm injury (8), and from
damage (3) caused by shriveling (3c), dis-
coloration (3d), or other means. '(See "Size"
as defined heretofore.)

"In order to allow for variations incident
to proper grading and handling, the following
tolerances shall be permitted:

"For external defects (defects of the shell)
not more than 10 -percent. by count, of the
pecans in any lot may be-below the require-
ments of this grade, but not more than three-
tenths of this amount, or 3 percent, shall be
allowed for serious damage (9) caused by
stains or adhering hulls (9a), and/or by
split or broken shells (9b).

"For internal defects, fdefects of the kernel)
'not more than 15 percent by count, of the
pecans in any lot may be below the require-
ments of this grade, but not more than two-
fifths of this amount, or 6 percent, shall be
allowed for kernels which are rancid (5).
moldy (6), decayed (7), injured by worms
(8), or seriously damaged ty shriveling (9c),
discoloration (9d), or other means.

"U. S. commercial shall consist of un-
shelled pecans 'which are free from serious
damage (9) caused by stains or adhering
bulls (9a), split or broken shells (9b), loose
hulls or other foreign material (9). or other
means. 'At least 65 percent, by count, of the
pecans in any lot shall have kernels which
meet the requirements of U. S. 1*o. 1 grade;
and the remainder shall have kernels which
are fairly well cured (4a)., free from fancidity
(5), molds (6), decay (7), worm injury (8),
and from serious damage (9) caused by shrlv-
cling (9c), discoloration (9d), or other means.
(See "gize" above.) .

"In order to allow for variations incident
to proper grading and handling, the follow-
ing tolerances shall be permitted:

"For external defects (defects of the shell)
not more than 10 percent, by count, of the.
pecans in any lot may be below the require-
ments of this grade.

"For Internal defects (defects of the ker-
nel) not more thn 15 percent, by count,
of the pecans in any lot may be below the
requirements of this grade, but not more
than two-thirds of this amount, or 10 per-
cent, shall be allowed for kernels which are
rancid (5), moldy (6), decayed (7), injured
by worms, (8), or so shriveled that they are

- virtually of no food value. No part of any
tolerance shall be allowed to reduce for the
lot, the 65 .percent of kernels required to
meet U. S. -No. 1 grade.

"Unclassified shall consist of unshelled
pecans which have not been classified in ac-
cordance with either of the foregoing grades.
The term "iunclassified" is not a grade within
the meaning of these standards but is pro-
vided as a designation to shov that no defi-
nite grade has been applied to the lot',-

Key figures enclosed In parentheses in the
above quotation refer to the "Definitions of
Terms" appearing in the document quoted,
namely, '. S. Standards for Unshelled
Pecans", issued by the United States Depart-
ment of Agriculture to which reference is
made.

(c)'Sales by roasters and salters. iFor
sales of walnuts, filberts, almonds and
pecans by roasters and salters, the max-
,imum price to a class of purchasers in

* each case ,shall be the highest price
clharged by the seller for the item be-
ing priced to a purchaser of the same
class during the period October 25 to
October 3G, 1943 inclusive. "Highest

price charged" means the highest price
which the seller charged for the Item
In any delivery made by him during the
period just mentioned, to a, purchaser
of the same class. If the seller made
no such delivery, 'hghest price charged"
means his highest offering price for de-
livery of the item during that period to
a purchaser of the samd class.

If the seller did not deliver or offer
to deliver the Item during that period
to a purchaser. of the same class his
maximum price shall be his net cost of
the Item plus the difference between his
net cost and his selling price for the
most closely comparable item which he
sold during that period to the same class
of purchasers (converted to the same
selling unit).

(d) Sales to retailers and ultimate
,consumers. (1) For sales to retailers
made by any seller listed In section 8 (b).
the maximum price in each case shall
be the Column I price for sales of the
item by packers or processors, plus any
delivery costs incurred, regardless of the
zone in which physical delivery Is to be
made.

(2) For sales to ultimate consumers
made by packers, processors, or primary
distributors the maximum price in each
case shall be the sellers' Column I price
for sales of the particular Item to whole-
salers, multiplied by 1.35, plus any de-
livery costs Incurred regardless of the
zone in which physical delivery is to hi

made.
(e) Sales by wholesalers and retailers.

(1) The maximum price for sales of wal-
nuts, filberts, almonds and pecans by
wholesalers and retailers shall be. in
each case, either (I) the seller's net de-
livered cost of the item multiplied by 1.5
if he is a wholesaler, or multiplied by
1.35 if he is a retailer, or (li) the highest
price which he charged for the iteni to
the same class of purchasers (as ex-
plained in (c) above) during the period-
October 25 to October 30, 1943, inclusive,
whichever is lower,

(2) If the seller did not deliver or offer
to deliver the Item during that period,

,his maximum price shall be his net deliv-
ered costs of the Item multiplied by 1.15
If he is a wholesaler, or multiplied by
1.35 if he is a retailer.

(3) The provisions of this paragraph
(e) expire on January 3, 1944.

(f) Limitations on maximum prices
for primary distributors. (1) The prices
named in the tables In section 8 for sales
by primary distributors are available only
to those primary distributors, whooprior
to April 28, 1942, were engaged in the
business of importing edible tree nuts,
who are not owned or controlled by any
other seller of edible tree nuts; and who
prior to April 28, 1942 customarily bought
and sold the particular kind of edible
tree nuts being priced..,

(2) The maximum price for sales by
all other primary distributors shall be, in
each case, the supplier's maximum price
for the Item, adjusted where necessary
to include incoming freight.

- (g) Sales by all other sellers. For all
sellers not specifically mentioned in sec-
tion 8 the maximum price, in each case,

shall be the supplier's maximum price
for the Item, adjusted where necessary to
Include incoming freight.

Szc. 9. Maximum Prices for sales of all
other edible tree nuts. (a) For all sales
of edible tree nuts whether imported or
domestic, in-shell, shelled, roasted or
salted, other than those'listed in section
8, the maximum price to a class of pur-
chasers in each case shall be the highest
price charged by the seller for the item
being priced to a purchaser of the same

'class during the period October 25 to
October 30, 1943 inclusive. (For mean-
Ing of "highest price charged see section
8 (c).)

(b) If the seller did not deliver or offer
to deliver the Item during that period to
a purchaser of the same class his maxi-
mum price shall be the highest price
charged for the same item during that
period by the most closely competitive
seller to a purchaser of the same class.

(c) The provisions of this section ex-
pire on January 3, 194-4.

SEC. 10. General provisions affecting
prices-(a) Maximum Prices for sales of
mixed nuts. The maximum price for
sales of mixed nuts shall be in each case,
the combined maximum prices of the
separate kinds, varieties, types and
grades in the same proportion as these
kinds, varieties, types and grades appear
in the mixture, plus, in the case of nuts
in the shell, 21S cents per pound of mix-
t'ure. A separate price, therefore, shall
be figured for each mixture.

(b) Position of brokers -and commis-
sion merchants. In accordance with ex-
Isting trade customs every broker or
commission merchant shall be deemed
the agent of the seller and not of the
buyer. In each case, the amount paid
by the buyer to the broker or commission
merchant plus the amount paid by the
buyer to the seller shall not exceed the
seller's maximum price, plus allowable
transportation actually paid by the
seller or by the broker or by the commis-
sion merchant.

(c) Adfustable pricing. Any person
may agree.to sell at a price which can be
increased up to the maximum price in
effect at the time of delivery; but no
person may, unless authorized by the
Office of Price Administration, deliver or
agree to deliver at prices to be adjusted
upward in accordance with action to be
taken by the Office of Price Administra-
tion after delivery. Such authorization
may be given when a request for a
change in the applicable maximum price
Is pending, but only if the authorization
is necessary to promote distribution and
will not interfere with the purposes of
the Emergency Price Control Act of 1942,
as amended. The authorization may be
given by the Administrator or by any
official of the Office of Price Administra-
tion having authority to act upon the
pending request for a change in price, or
to give the authorization. The authori-
zation will be given by order.

No=: All reporting and record-keepina
requirements of this regulation bave been
approved by the Bureau of the Budget in ac-
cordanco with the Federal Reports Act of
1942.
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This regulation shall be effective
November 3, 1943.

Issued this 30th day of October 1943.
GEORGE J. BURKE,

Acting Administrator.
Approved: October 29, 1943.

MARVIN JONES,
War Food Admihistrator.

IF. R, Doc. 43-17618; Filed, October 30, 1943;
4:30 p. in.]

PART 1305-ADMI'STRATION
[Gen. RO 6 1]

WAR RATION BOOK TWO: ORDEk OF
REVOCATION

General Ration Order No. 6 (§ 1305.41)
is hereby revoked except that any penal-
ties or liabilities incurred of any viola-
tions which occurred or rights which
arose before the effective date of this rev-
ocation order shall be governed by Gen-
eral Ration Order No. 6 and its amend-
ments in effect at the time the penalties
or liabilities were incurred, the violations
occurred, or the rights arose, and General
Ration Order No. 6 shall be treated as
still remaining in force for the purpose
of allowing or Austaining any proper ac-
tion or prosecution with respect to such
penalties, liabilities or violations, and for
the purpose of requiring full Perform-
ance of all acts Tequired to be performed
by any administrative exception order
Issued under General Ration Order No. 6.
I Effective date. This order of revoca-
tion shall become effective November 1,
1943.
(Pub. Law 671, 76th Cong. as amended by
Pub. Laws 89, 421, 507 and 729, 77th
Cong.; E.O. 9125, 7 FPR. 2719; E.O. 9334,
8 FPR. 5423; WPB Dir. 1,-7 F.R; 562; Sec.
of Agr. Food Dir. 3, 8 F.R. 2005, Food'Dir.
5, 8 F.R. 2251, Food Dir. 6, 8 FR. 3471,
Food Dir. 7, 8 F.R. 3471, Food, Dir. 8,
8 F.R. 7093)

Issued this 1st day of November 1943.
GEORGE J. BURKE,

Acting Administrator.
[F. R. Doc. 43-17686; Filed, November 1, 1943;

4:58 p. in.]

PART 1315-RUBBER AND PRODUCTS AND
MATERIALS or WHICH RUBBER IS A
COMPONENT

[MPR 119,2 Amdt. 6]
ORIGINAL EQUIPMENT TIRES AND TUBES
A statemerit of the considerations in-

volved in the issuance of this amend-
ment, issued simultaneously herewith,
has been filed with the Division of the
Federal Register.*

Section 1315.1451 (i) is amended by
substituting *in that paragraph the
phrase "December 1, 1943" for "Novem-
ber 1, 1943".

This amendment shall become effec-
tive November 1, 1943.

*Copies may be obtained from the Office of
Price Administration.

18 F.R. 2190, 7257. 12483.
2 7 F.R. 3509, 8936, 8948; 8 F.R. 3941, 7280,

876,1, 10725.

L REGISTER, Wednesday, November 3, 1943

(56 Stat. 23, 765; Pub. Law 151, 78th
Cong.; E.O. 9250, 7 F.R. 7871; E.O. 9328,
8 F.R. 4681)

Issued this 1st day of November 1943.
CHESTER BOWLES,

Acting Administrator.
IF. R. Doc. 43-17688; Filed, November 1, 1943;

4":56 p. m.]

PART 1315--RUBBER AND PRODUCTS AND MA-
TERIAS OF WHICH RUBBER IS A COM-
PONENT

[MPR 300,1 Amdt. 12]

IAXITUIMU MANUFACTURERS' PRICES FOR

RUBBER DRUG SUNDRIES

A statement of the considerations in-
volved in the issuance of this amend-
ment, issued simultaneously herewith has
been filed with the Division of the Fed-
eral Register.*

Maximum Price Regulation 300 is
amended in the following respects:

1. In § 1315.1772 (b) the text preceding
Table II is amended to read as follows:

'(b) "Victory line rubber drug sun-
dries" means the items listed In Table II
manufactured after January 31, 1943,
which can meet the minimum physical
specifications set forth in that table, ex-
cept as noted in (1) and (2) below.

(1) Consumer Grades I.and II molded
fiot water bottles, fountain syringes and
combination syringes which contain
buna-S (GR-S) or butyl.(GR-I) shall be
considered victory line rubber drug sun-
dries, but the requirements as to the
minimum , tensile, strength, elongation
and resistance to heat stipulated in Table
II shall not apply.

(2) If they meet the requirements in
(i) to (iii), the rubberdrug sundry items
listed in Table II other than those cov-
ered by'(1) above, shall not be considered
victory line rubber drug sundries when
made in whole or in part of buna-S
(GR-S) or butyl (GR-I), and theii maxi-
mum prices shall be determined under
paragraph (b) of §-1315.1754.

(i) They must be made to the same
minimum wall thickness or gauge and in
the same mold or to the same minimum
dimensions as the natural rubber com-
modity produced 'on Decemper 1, 1941
or on the first date prior thereto on which
it was produced.

(ii) In the case of molded hot water
bottles or syringes. hey shall not be made
in a mold which has been reported to
the Office of Price Administration for
use on Consumer Grades I or II'of the
victory line without first securing writ-
ten approval from the Office of Price
Administration, Washington, D. C.

(iii) In- the case of molded hot water
bottles or syringes, they shall retain the
same percent of the. original tensile
strength after 6 days in boiling water and
24 hours after emoval as tte item made
of natural rubber on December 1, 1941, or
the first date prior thereto on which it
was produced, and the minimum tensile
strength after such test shall not be less
than 660 pounds per square inch.

2. In § 1315.1772 (b) footnote 2 to
Table II is amended by adding 'the fol-
lo'Wing sentences at the end thereof: In
the case of Consumer Grades I or II hot,

1 8 F.R. 9203, 11251, 13173.

water bottles or syringes made In whole
or in part of buna-S (GR-S) or butyl
(GR-I) the following minimum specifi-
cation shall be substituted for the per-'
centage in Table II: The tensile strength
after boiling shall not be less than 500
pounds per square inch.

3. Section 1315.1772 (c) Is amended to
read as follows:

(c) If after January 31, 1943, a manu-
facturer produces a factory second or
rubber drug sundry listed In Table II
which does not meet .the'minimum speci-
fications set forth in paragraph (b) for
victory line sundries, the maximum price
for that rubber drug sundry shall be 75
percent of the price In Table I for a sale
of the same type of rubber drug sundry
to the same class of purchasers.
. This amendment shall become effective

November 6,1943.
(56 Stat. 23, 765; Pub. Law 151, 78th
Cong.; E.O. 9250, 7 P.R. 7871; E.O. 9328,
8 FR. 4681)

Issued this 1st day of November 1943,
GEORGE J. BUnKE,

Acting Administrator.
[F. R. Doc. 43-17687; Filed, November 1, 1943;

4:56 p. m.]

PART 1315-RUBBER AND PRODUCTS AND
MATERIALS OF WHICH RUBBER IS A-
COMPONENT'

[MIPR,415,1 Amdt. 3]

CERTAIN, FEDERAL GOVERNMENT PURCHASES
OF NEW RUBBER TIRES AND TUBES

A statement of the considerations in-
volved in the issuance of this amend-
ment, Issued simultaneously herewith,
has been filed with the Division of the
Federal Register.*

Section 1 (a) Is amended by substitut-
ing in that paragraph the phrase "De-
cember 1, 1943" for "November 1, 1943".

This amendment shall become effec-
tive November 1, 1943.
(56 Stat. 23,765; Pub. Law. 151, 78th
Cong.; E.O. 9250, 7 F.R. 7871; E.O. 9328,
8F.R. 4681)

Issued this 1st day of November 1943,
CHESTER BOWLES,

Acting Adminittrator.
[F. R. Doc: 43-17689; Filed, November 1, 1043;

4:55 p. p3.]

PART 1328-HARDWOOD LUMBER
IMPR 146,2 Amdt. 14]

APPALACHIAN HARDWOOD LUMBER

A statement of the considerations in-
volved in, the Issuance of this amendment,
issued simultaneously herewith, has been
filed with the Division of the Federal
Register.*

Maximum Price Regulation No. 146 is
amended In the following respects:

In § 1382.11 (b) subparagraph (24) Is
redesignated (27), and new subpara-
graphs (24), (25), and (26) are added to
read as follows:

18 F.R. 8923, 10558, 10725.
27 FR. 3776, 4179, 4852, 5520, 6053, 6098,

7600, 7747, 8198, 8350, 8384, 8948; 8 F.R. 3056,
5479, 9998.
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(24) Mixed Hardwoods No. 1 Dimenslo,

Lengths (cct)
width (inches) ,.

4 6 8 9 0 121 14 18 290 i2

2xz2 - -------- $27.60 2750 $3-4.50 $3Ul5 $55 ,1 1D1$3t4.0 *1s.r .13 $5J0s% D3 $n. Do $44.52x3._. 2.50 -26.50 33.50 3450 33.50 33. 0 34.0 3M., W .00 __4. O 43."W
2 4 25.50 21.50 3.50 33.50 320 32 33.50 4.5 3L t .00 37.00 42.za
2x5 ...--------.. 29.00 29.00 36.00 Sq.50 37.50 37. 0 37.50 5.9 042.00 4L8O 4 .62x6, 23.50 25.50 3. 50 33.50 32.50 3.50 3&.rg 3L03 CJ.0 37.0 42.50
2x8 ........... 25.50 25.50 32.50 33.50 32.50 32.50 33.0 3L 00 U 0 37.03 42.r&
2x10 -------------- 29.00 29.00 3M.00 3.50 37.50 37.50 27.50 W ZO 42.03 4L03 4.50
2x1. ........... 3L0O 30 3.00 4050 3.0 3.50 3. 50 .3 4 00 4 .CO 0.3

(25) M ixed Hardwoods No. 2 Dimension

Lenghs (fct)
dhickness and

4 6 8 9 10 12 14 10 13 M

2x2" ---------- $25. 50 M.50 S31.50 32M 931. $31.0 $32,. $3. $35.3t a $% .m00 $|L0
2x3- ...--.... 24.50 24.50 30.50 31. 50 W0 50 35. 31.50 .50 34.03 3.00 4 53
2x4- 23.50 23.50 29.50 350 -3.50 29.50 L D10 3L,0 33.03 3.0 L3.50
2x5 ---------------- 24.00 24.00 30.00 34.00 33.00 32.00 32M03 W. Z 5.9 37.50 43.00
2x6 22.50 22.50 250 29.50 28.50 2 50 29.50 3. 0 2O . 0 3.00 M. &I
2x8- --------- 22.50 22.50 2.50 29.50 2.50 ,%50 29.50 M.0 32.0 33.00 Mto)
2x10 ---------- 24.03 24.00 33.00 34.0 33.0 32. 00 203 MOO -M . 35.50 37.50 43.00
2 x ...... 26.00 26.00 32.00 3400 33.00 33.00 33.Q3 M03 137.50 W .50 4L0

(26) Mixed Hardwoods Industrial Blocking

Mixed oak and
hardwoods
(per MA'BZf)

All sizes up to and including 6" x 7".- $29.00
- All sizes 6" x 8" and larger --------- 5 31.00

When purchaser specifies and seller
furnishes stock shorter than 3', add- 3.00

(27) FAS one face

This amenament shall become effective
November 6, 1943.
(56 Stat. 23, 765; Pub. Law 151, 78th
Cong.; E.O. 9250, 7 F.R. 7871; E.O. 9328,
8 F.R. 4681)

Issued this 1st day of November 1943.
GEORGE J.BURHE,

Acting Administrator.

IF, It. Doc. 43-17690; Filed, November 1, 1943;
4:55 p. m.].

PART 1347-PAPER, PAPER PRoDucrs, RAW
MATERIALS FOR PAPER AND PAPER PaOD-
UCTS, PRINTING AND PUBLISHING

[MPR 449,1 Arndt. 1]

GROUNDWOOD SPECIALTY PAPERS

A statement of the considerations in-
volved in the issuance of this amend-
ment, issued -simultaneously herewith,
has been filed with the Division of the
Federal Register.*

Appendix A is amended in the follow-
ing respects: -

1. In the table in paragraph (a):
a. The code for lightweight differen-

tials for 'B Printing supercalendered" is
amended to read as '"DID."

b. The entire lines starting "Lt. Wt.
Directory supercalendered" and "Lt. Wt.
Catalog supercalendered" are deleted.

*Coples may b~'obtained from the Oface
of Price Adniinistration.
18 P.R. 1151.5.

c. The code for lightweight differen-
trals for "#1 Groundwood poster" and
for "#12 Groundwood poster" Is amended
to read "EID."

2. The first sentence in the second
paragraph of (c) (2) is amended to read:

Lightweight differentials for any
grade which is priced under paragraph
(b) of this Appendix A shall be the cus-
tomary lightweight differentials of the
manufacturer during the period October
1, 1941 through March 31,1942: Provided,
That lightweight differentials for un-
listed groundwood book papers superior
to A-1 Printing shall be those stated
herein under AID, or, In case such paper
be supercalendered, under BID.

3. Under code listing "AID" and under
code listing "BD" in paragraph (c) (2)
the following is added:
Add 3% to Elling price for each pound or

fraction thereof below 31 pounds down to
and including 28 pounds (25 x 38/00).

Add 4% to Gelling price for each pound or
fraction thereof below 28 pounds down to
and including 25 pounds (25 x 38/500).

Add 6% to selling price for each pound or
fraction thereof below 25 pounds down to
and including 22 pounds (25 x 38/500).
,4. Paragraph (c) (7) is -amended to

read as follows:
(7) Supercalendering. There may be

added $.25 in weight 25 x 38-31/500, or
the equivalent, and heavier, and $.50 in
lighter weights, when this operation is
performed on a grade not already priced
in paragraph (a) as supercalendered.

5. Paragraph Cc) (11) (lil) is amended
to read as follows:
(Ill) 2,000 pounds to 4,993 pounds.._ $. 50

6. Paragraph (c) (12) is amended to
read:

(12) Trim loss differential. The trim
loss differential upon sales of less than
minimum acceptable trim shall be $.035
per hundred pound per inch, or major
fraction of an inch, of trim loss.

7. In paragraph (c) (14) the item
"Cloud pattern" is added to the list of
operations.

This amendment shall become effec-
tive November 1, 1943.

(56 Stat. 23, 765; Pub. Law 151, 78th
Cong.; E.O. 9250, 7 F.R. 7871; E.O. 9323,
8 P.R. 4681)

Issued this Ist day of November 1943.
GEORGE J. Bu=x,

Arting Administrator.

IF. R. Doc. 43-17693; Filed, November 1, 1943;
4:56 p. m.]

- PART 1351-FooD AnD FOOD PRODUCTS
[LIP 262,2 Amdt. lf;

SEASONAL AND LnSCELLA17EOUS FOOD
CO =- ODITIES

A statement of the considerations in-
volved In the Issuance of this amend-
ment, issued simultaneously herewith,
has been filed with the Division of the
Federal Register.*

Maximum Price Regulation No. 262 is
amended in the following respects:
I. Section 1351.955c is added= to read

as follows:

§ 1351.955c Maximum prices for pro-
ducers of mincemeat. (a) Any producer
who figured a maximum price for an
Item of mincemeat under this regula-
tion prior to November 1, 1943 may re-
figure his mAXIMum price. Each pro-
ducer who refIgures, and any producer
who figures his maximum price for an
Item of mincemeat under this regula-
tion for the first time on or after -the
above date, shall calculate and report the
new maximum price as though mince-
meat were being included in this regula-
tion by amendment for the first time on
that date, but subject in each case to the
additional limitations and requirements
of this section. Until he reports his new
maximum price (within thirty days after
November 1, 1943, pursuant to § 1351.-
959a) a producer who refigures may not
sell the item at a price in excess of his
maximum price for it prior to refiguring.

(b) In ascertaning the actual or esti-
mated cost to him of ingredients and

-packaging materials per unit of the item
of mincemeat being priced, pursuant to
§ 1351.954 (a), each producer who re-
figures or who figures his maximum
price under this regulation for the first
time on or after November 1, 1943, shall
calculate and include the weighted aver-
age cost delivered to his customary re-
ceiving point of the fresh apples actually
used in the item (after conversion to
cents per unit of the finished product).
"Weighted average cost delivered to his
customary point" means the total
amount paid or contracted to be paid,
including all charges for delivery to the
producer's customary receiving point, di-
vided by the total number of pounds pur-
chased or contracted for between July 1,
1943 and the date of calculation under
this section. In no event, however, shall

7 P.R. 9244. 10344; 8 F.R. 262. 273, 437, 973,
2285, 510., 9201, 10568, 11040, 11447.
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this weighted average cost delivered to'
his customary receiving point exceed
$3.10 per one hundred pounds raw
weight. The provisions of § 1351.954 (a)
(3) covering conputation of cost of fresh
apples shall not apply to maximum
prices for mincemeat refigured under
this section or figured under this regu-
lation for the first time on or after
November 1, 1943.

(c) With the first delivery of the item
after reporting the new maximum price,
every producer who refigures his maxi-
mum price for an item of mincemeat
shall supply each wholesaler and retailer
who purchases from him with written
notice as set forth below-

(Insert date) -

NovicE To WHOLSALERS AND RE-rALEas

Our OPA ceiling price for (describe item
by kind, grade, brand, container type and
size) has been changed by the Office of Price
Administration. We are authorized to in-
form. you that if you are a wholesaler or
retailer pricing this item under Maximum
Price Regulation No. 421, 422 or.423. yotrmust
reflgure your ceiling price for the Iteir on
the first delivery of it to you from your
customary type of supplier containing this
notification. In refiguring you must follow
the rules in section 6 of Maximum Price
Regulation No. 421, 422 or 423, whichever
Is applicable to you.

For a period of 60 days after report-
ing the change in maximum price of the
item, and with the first delivery to each
wholesaler or retailer who has not made
a purchase within that time, the pro-
ducer shall include in each case or car-
ton or supply wvith each other receptacle
containing the item and shipped to a
wholesaler or retailer the written notice
set forth above, or securely attach it to
the case, carton or other receptacle.
However, for sales direct to any retailer
the producer may supply the notice by
attaching it to or writing it on the in-
voice covering the shipment instead of
providing it with each case, cartbn or
other receptacle.

The terms "wholesalers" and "retail-
ers" mean the persons respectively re-
ferred to as "wholesalers" and "retailers"
in Maximum Price Regulations Nos. 421,
422£ and 423.'

2. Section 1351.956a is amended to
read a- follows:

§ 1351.956a Adjustable pricing. Any
person may agree to sell at a price which
can be increased up to the maximum
price in effect at the time of delivery;
but no person may, unless authorized
by the Ofice of Price Administration,
deliver or agree to deliver at prices to
be adjusted upward in accordance with
action taken by the Office of Price Ad-
ministration after delivery. Such au-
thorization may be given when a request
for a change in the applicable maximum
price is pending, but only if the authori-
zation is necessary to promote distribu-

'8 P.R. 9O88, 10569, 10987, 13293.
08 P.R. 9395, 10569, 10987, 12443, 12611,

13294.
8 P.R. 9407, 10570, 10988, 12443, 12611,

A3294.

tion or production and if it will not
interfere with the purposes of the Emer-
gency Price Control Act of 1942, as
amended. The authorization may be
given by the Price Administrator or by
any official of the Office of Price Ad-
ministration having authority to act
upon the pending request for a change
in price or to give the authorization.
The authorization will be given by order.

3. Section 1351.957 is amended by
deleting the phrase "or potato chips"
wherever that phrase appears.

This amendment shall become effec-
tive November 1, 1943.

NoTE: All reporting requirements of this
amendment have been approved by the Bu-
reau of the Budget In accordance with the
Federal Reports Act of 1942.

(56 Stat. 23, 765; Pub. Law 151, 78th
Cong.; E.O. 9250, 7 PR. 7871; E.O. 9328,
8 P.R. 4681)

Issued this 1st day of November 1943.
GEORGE J. BURKE,

Acting Administrator.

[F. R. Doe. 43-17694; Filed, November 1i 1943;
4:57 p. m.]

PART 1364-REsH, CURED AND CANNED

W MbAT AND FISH PRODUCTS

[MPR 439,1 Amdt. 51

FRESH FISH AND SEAFOOD AT RETAIL

A statement of the considerations in-.
volved in the issuance of this amendment
has been issued simultaneously herewith
and .filed with the Division of the Fed,
eral Register.*

Maximum Price Regulation 439 Is
amended in the following respects:

1. Section 2 (a) is amended by adding
the following item:

-6. Lake herring (Leucichthys artedi).

2. Section 4 is amended by inserting
after the senteice ending with the words
"supplier's ceiling price." the following
sentence:

To compute the maximum selling price
for fresh fish oi' seafood of any species
listed in section 2 which the retailer
bought outside of the United States or
Alaska or which were delivered to him
from outside the United States or Alaska,
the retailer shall use as his "net delivered
cost" whichxever of the following is
lower: (1) The "net delivered cost" as
computed above or (2) the maximum
price for the sale of such fresh fish or
seafood by a primary fish shipper whole-
saler as listed in Maximum Price Regula-
tion No. 418, Article IV, section 20, Table
B, plus the container price as listed In
Maximum Price Regulation No. 418,
Article IV, section 19, where a container,
as there defined, is used, plus. all trans-
portation charges.

This amendment shall become effec-
tive November 6, 1943.

*Copies may be obtained from the Office
of Price Administration.

18 FR. 10267, 10732, 11686, 12693, 13920.

(56 Stat. 23, 765; Pub. Law 151, 78th
Cong.; E.O. 9250, 7 P.R. 7871; E.O. 9328,
8 P.R. 4681)

Issued this 1st day of November 1943.
GEORGE: J. BURKE,

Acting Administrator.

IF.R. Doc. 43-17691; Piled, November 1, 1943;
4:58 p. in.]

PART 1439-UnPnocESSED AGRICULTURAL
COMMODITIES

1MPR 4871

SOFT WHEAT

In the judgment of the Price Admin-
istrator, it is necessary and proper, In
order to effectuate the purposes of the
Emergency Price Control Act of 1942, as
amended, and Executive Orders 9250
and 9328, to establish maximum prices
for soft wheat in certain states.

Such specifications and standards a
are used In this regulation were, prior to
such use, in general use In the trade or
industry affected and have previously
been promulgated and their use lawfully
required by another Government agency,

The maximum prices established by
this regulation are, in the Judgment of
the Price Administrator, generally fair
and equitable, meet all legal limitations
and will effectuate the purposes of the
Emergency Price Control Act of 1142,
as amended, and Executive Orders 9250
and 9328. A 'statement of the cpnsid-
erations involved in the Issuance of this
regulation has .been issued simultane-
ously herewith and filed with the Divi-
sion of the Federal Register.*

§ 1439.353 Maximum prices for soft
wheat. Under the authority vested in
the Price Administrator by the Emer-
gency Price Control Act of 1942, as
amended, and Executive Orders 9250 and
9328, Maximum Price Regulation 487
(Soft Wheat), which is annexed hereto
and made a part hereof, Is hereby Issued.

Au'Hosrry: § 1439.353 issued under 56
Stat. 23, 765; Pub. Law 151, 78th Cong.; E.O.
9250, 7 P.R. 7871; E.O. 9328, 8 P.R. 4681.
MAXIMU Pscz REGUATION 487--Sorr WHEAT

See.
1. * Applicability,
2. Effect of maximum prices.
3. Definitions.
4. Meaning of sale at a designated point.
5. Transfers between distinct branches of

a vertically Integrated business,
6. Maximum prices at terminal cities.
7. Maximum prices at interior rail points.
8. Maximum prices at interior non-rail

points.
9. Who may sell under sections 6, 7 and 8

above.
10. Maximum prices of producers.
11. Maximum prices of country shippers.
12. Maximum. service charge of commissionI merchants.

13. Maximum service charges of brokers.
14 Maximum prices of merchandiser,.
15. Increases for handling.
16. Increases for sacks' and sacking.
17. Increases for carrying charges.
18. Sales by the Commodity Credit Corpora-

tion.
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Sec.
19. Documents and reports.
20. Evasive practices.
21. Enforcement.
22. Licensing.
23. Adjustable pricing.,
24. Maximum prices for export sales.
25. Petitions for amendment.

Sectionl. Applicability. (a) Except
as provided in paragraphs (b) and (c)
hereof this regulation shall apply to all
sales and deliveries, whether for imme-
diate or future delivery, of soft wheat
in the District of Columbia and the fol-
lowing states: Texas, Oklahoma, Kan-
sas, Nebraska, Iowa, Wisconsin, Mis-
souri, Arkansas, Louisiana, Illinois, and
all states east of Illinois and east of the
Mississippi River south of Cairo, Illinois.

(b) This regulation shall not apply to
contracts for the sale of soft wheat exe-
cuted prior to the effective date hereof
provided delivery is made within 30 days
of the effective date of this regulation.
(c) This regulation shall not apply to

sales of soft wheat for seed.
SEC. 2. Effect of maximum prices.

(a) While this regulation is in effect, re-
,gardless of any contract or obligation
except as provided in section 1 (b) and
(c) hereof, no person shall in the pourse
.of trade or business sell, deliver, buy or
receive soft wheat at prices above the
maximum prices established by this reg-
ulation nor shall any person agree, offer,
solicit or attempt to do any of the fore-
going.

(b) Hoviever, prices lower than the
maxiniiUh jrices establishdd by this reg-
ulation may be charged and paid.

SEc. 3. Definitions. "Soft wheat"
means wheat of the subclasses Red Win-
ter and Western Red of the class Soft
Red winter wheat and wheat of the sub-
classes Soft White, White Club, and
Western White of the class White Wheat
as defined in the Official Grain Stand-
ards of the United States for wheat.

The term "mixed wheat" means a
mixture in which wheat of the above-
named subclasses predominates.

"Area A" includes the following states:
Texas, Oklahoma, Kansas, Nebraska, Iowa,

Missouri, niinois, Indiana, Wisconsin, Arkan-
sas, Michigan, Ohio, Kentucky, Tennessee,
Pennsylvania. New York, District of Colum-
bia and Maryland (except the Eastern shoresouth of a line drawn east and west through
Chesapeake City).

"Area B" includes the following states:
The New England States, New Jersey, Dela-

ware, Virginia, West Virginia and Eastern
shore of Maryland (south of a line drawn
east and west through Chesapeake City).

"Area C" includes the following states:
North Carolina, South Carolina, Georgia,

Florida, Alabama, Mississippi and Louisiana
(that portion lying within the. territory to
which rates are determinei by Mississippi
Valley Grain Tariff No. 133 Series).

"Area D" includes the following state:
Louisiana (except that portion lying within

the territory to which rates are determined by
isslissippi Valley Grain Tariff No. 133 Series).

"Bushel" as a unit of measurement of
wheat means 60 pounds of wheat net
weight.

"On track" refers to wheat loaded in a
railroad car.

'Person" means an individual, corpo-
ration, partnership, association, or other
organized group of persons or the legal
successor or representative of any of the
foregoing; and includes the United
States or any other government or any
political subdivision or agency of any of
the foregoing.

"Commission merchant" is a person
who arranges for the inspection and
weighing of soft wheat at any of the
following cities and who negotiates the
first sale thereof on an organized grain
exchange in one of said cities, to wit:

Chicago, Illinois: Peoria. Illinois; Kansas
City, Missouri; St. Joseph, Missourl; St. Louts.
Missouri; Indianapolis, Indiana; Omaha, Ne-
braska; Milwaukee, Wisconsin; Dallas, Texas;
Fort Worth, Texas; Enid, Oklahoma; Sioux
City, Iowa; Hutchinon, Kansas; Salina. Kan-
sas; Wichita, Kansas; Buffalo. New Yorl; Bal-
timore, Maryland. and Philadelphia, Pcn-
sylvania.

'Broker" Is a person who as agent of
the seller or buyer (but not of both)
negotiates the sale or purchase of soft
wheat on a commission basis.

"Ultimate user" includes processor,
feeder, or other consumer of soft wheat.

"Merchandiser" Is a person, other than
a producer or a country shipper except
to the extent permitted by section 11
hereof.

"Carload quantity" means any lot of
soft wheat weighing 60,000 pounds or
more.

"Less than carload quantity" means
any lot of soft wheat weighing less than
60,000 pounds.

"Transportation charges" shall be
computed at: (1) The lowest common
carrier rate (including the 3 percent tax
provided for in section 620 of the Rev-
enue Act of 1942) for the billing or ship-
ment in question; or (2) if there is no
such rate, the reasonable value of the
service, not exceeding an' maxlmum
pride thereon.

"Country shipper" Is a person having
facilities such as an elevator or ware-
house at any interior point for the stor-
age or marketing of soft wheat pur-
chased from adjacent producers. He
may also be a merchandiser to the extent
permitted by section 11 hereof.

"Interior point" is any place outside
the corporate and railroad switching
limits of any terminal city.

"Interior rail point" is any interior
point having facilities for the loading or
unloading of railroad freight cars.

"Terminal city" refers to any place
within the corporate or railroad switch-
ing' limits of the cities hereinafter so
designated.

"Terminal and subterminal elevators
or warehouses" refer to those elevators or
warehouses which receive the greater
portion of the grain elevated through the
same by rail or water shipments in car-
load quantities.

"Handling" means unloading of soft
wheat into a terminal or subterminal
elevator or warehouse and loading It out
again.
. "Feeder" Is a person who buys soft

wheat to feed to his own livestock.
SEc. 4. Meaning of sale at a designated

point. (a) This regulation In speaking
of sales or purchases at a given terminal

city or interior point means that the pur-
chaser shall receive manual delivery of
the soft wheat in question at that termi-
nal city or interior point. If the soft
wheat in question is physically located
at said terminal city or interior point at
the time of sale, and there delivered to
said purchaser (sometimes referred to as
a sale f. o. b. or in store said terminal city
or interior point), the purchaser may
thereafter arrange and pay (iM addition
to the maximum price for the soft wheat
at said terminal city or interior point)
for Its transportation elsewhere; and the
purchaser may engage the seller as his
agent to procure such transportation.
If the soft wheat In question is not phys-
ically located at said terminal city or
interior point at the time of the sale,
then manual delivery to the purchaser
must be made at said terminal city or
interior point; and:

(1) If the buyer pays the seller the full
maximum price, the seller must pay all
said transportation or other charges re-
quired to effectuate such a delivery to
said purchaser at said terminal city or
interior point; or:

(2) If the buyer pdys any part of the
transpQrtation or other charges required
to effectuate such delivery all said trans-
portation or other charges so paid by the
buyer must be deducted from the said
maximum price to determine the amount
the seller may actually receive in such
a case.

Sec. 5. Transfers between distinct
branches of a business performing sev-
eral marketing operations. (a) This
regulation in speaking of a sale or pur-
chase by a given person includes, in
the case of a business performing sev-
eral marketing operations, transfers
without passage of title or payment of
consideration, between distinct branches
or units of such business comprising
separate and segregated levels of mar-
keting. Thus, by way of illustration
only, a country shipper acting in that
capacity may sell soft wheat grown by
him at the maximum price established
for country sl ippers; ora merchandiser
acting through different units of such,
business may receive more than one
markup under section 14 hereof as here-
inafter provided, to cite only a few in-
stances.

(b) However, where a seller makes a
sale at the maximum price for a given
class of seller, where he would also
qualify to make a sale to a like purchaser
at a lower maximum price as a different
class of seller, the burden shall always
rest upon him to establish by clear evi-
dence that said sale was in the regular
course of his conduct of a distinct and
segregated branch or unit of his entire
business and that said branch performs
like services and functions as independ-
ents perform, who belong to that class
of seller. Further, for the purposes of
this regulation, only one each of the fol-
lowing branches or units shall be rec-
ognized in any single business perform-
ing several marketing operations; pro-
ducer branch, country shipper branch,
commission merchant branch and/or
merchandiser branch; Provided:

1. If the commission merchant branch
has taken a markup hereunder, no fur-
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ther markups shall be permitted for a
merchandiser branch; and

(2) In no event shall the markups of
the merchandiser branch exceed a total
of: T
(i) Two carload markups as set forth

ln'section 14 (a) or (b) ; and
(ii) One 1. c. L markup as set forth in

in section 14 (a); or
(iii) One 1. c. 1. markup as set forth in

section 14 (b).
SEC. 6. Maximum prices at terminal

cities. (a) The maximum prices Tor No.
1 soft wheat of any class, per bushel, in
carload quantities, bulk, with transit
billing annexed to the lot sold, at the fol-
lowing terminal cities shall be as follows:

Cents per bushes
Chicago, Illinois -------------------- 1641/2
Milwaukee, Wisconsin ---------------- 1641/2
St. Louis, MissourL -------.---------- 164%
Lower Missouri River markets ------ 1591/

(Kansas City, St. Joseph, Leaven-
worth, Atchison)

Evansville, Indiana -----.......------ 166/
Cincinnati, Ohio --------------------- 1681/4
Louisville, Kentucky..'_-............. 168%
Baltimore, Maryland ------------ 178/
Philadelphia, Pennsylvania --------- 179 V4
New York City, New York_........-. 1801
Boston, Massachusetts ---------- 181%
Memphis, Tenessee ------------------ . 1681
Atlanta, Georgia -------------- 186y
Galveston, Texas -------------- 176%

(b) The foregoing maximum -prices
shall be decreased for lower grades as
follows;

Cents per bushet
No. 2 -------------------------------- 1
No. 3 ---------------- ..------------- 2
No.4 ---------------....... .-------- 8
No. 5 --------------------------------- 4%
Sample (other than moisture) -------- 8
Mixed wheat ------------------------- 4
Light smutty ------------------ 1
Smutty ------------------------------ 3
Light garlick_ ------------------------ 1
Garlicky ----------------------- ------- 3
Weevily ----------------------------- 1
Ergoty ----------------------------- _ 5
Treated ------------------------------- 2
Moisture: discount for each h % or frac-

tion thereof over 14% -------------- 1

These discounts are cumulative. For
example, wheat grading "No. 2 garllcky"
is subject to a discount of at least 1 cent
for grading No. 2 plus a further discount
of at least 3 cents for grading "garlicky",
or a minimum total discount of 4 cents
per bushel.
(c) The foregoing maximum prices

shall be decreased 6 cents per bushel for
a sale in any said terminal city without
transit billing annexed to the lot sold.

SEC. 7. Maximum prices at interior rail
points. (a) The maximum price for any
soft wheat, per bushel, in carload quan-
tities, bulk, on track, at any interior rail
point in Area A shall be that maximum
price specified in section 6 (a) or (b)
hereof which less transportation charges
at the lowest published domestic carload
rail transportation rate from that inte-
rior rail point to any terminal city will
result in the highest price at said interior
rail point, plus, If the wheat sold at said
interior rail point is accompanied by
transit billing useable beyond said in-
terior rail point, the value of the transit
billing. This value shall be calculated
at the difference between the amount of
the transportation charges deducted

from the appropriate terminal city's
maximum price in calculating a maxi-
mum price for said interior rail point as
above provided and the rail transporta-
tion charges payable on the transit
billing for a -movement of wheat from
said interior rail point to said terminal
city.

(b) The maximum price for any soft
wheat, per bushel, in carload quantities,
bulk,-at any interior rail point in Area,
B shall be the maximum price thereof at
Chicago, Illinois as specified in section
6 (a) or (b) hereof plus the charge at
the lowest carload domestic proportional
railroad rate from Chicago, Illinois to
that interior rail point in Area B.

(c) The maximum price for any soft
wheat, per bushel, in carload quantities,
bulk, at any interior rail point in Area
C shall be the maximum price thereof at
St. Louis, Missouri as specified in section
6 (a) or (b) hereof plus the charge at
the lowest carload domestic proportional
-railroad rate from St. Louis, Missouri to
that interior rail point in Area C.

(d) The maximum price for any soft
wheat, per bushel, in carload quantities,
bulk, at any interior rail point In Area
D shall be the maximum price thereof
at Kansas City, Missouri, as specified in
section 6 (a) -or (b) hereof plus the
charge at the lowest carload domestic
proportional railroad rafe from Kansas
City, Missouri to that intefor rail point
in Area D.

SEc. 8. Maximum prices at interior non-
rail points. (a) The maximum price for
any soft wheat, bulk, in any quantity; at
any interior non-rail point in Area A
shall be the maximum price set forth
in section 6 or'7 hereof at the rail point
(either interior rail point or terminal
city as the case may be) nearest thereto
by the most usually travelled route, less
transportation charges from said interior
ibn-rail point to said rail point.

(b) The maximum price for any soft
wheat per bushel, bulk, In any quantity
at an interior non-rail point in Areas
B, C and D shall be the maximum price
thereof at the rail point nearest thereto.
by the most usually travelled route. •

SEC. 9. Who may sell under sections
6, 7 and 8 above. No person may sell
any soft wheat under section 6, 7 or 8
above save as and in the manner herein-
after, expressly provided.

,SEc. 10. Maximum prices of producers.
(a) The maximum price for any sale of
soft wheat, bulk, not on track, in any
quantity, by the producer as to wheat
grown by him (or by any farmer of wheat
secured from its producer) shall be the
maximum price specified in sections 6, 7
or 8 at the interior point or terminal city
where delivered to the purchaser, less 3
cents per bushel.

(b) This section prescribes the exclu-
sive mode of sale of any soft wheat by a
producer (or by any farmer of s6ft wheat
secured from its producer) save that he
may sell, on track, bulk, in carload quan-
'tities at any terminal city or interior
point at a like maximum price ag if by
a bountry shipper under section 11 (a)
hereof.

SEC. 11. Maximum prices of country
shippers. - (a) The maximum price for

the sale by a country shipper of any soft
wheat purchased by him from a pro-
ducer (or from any farmer of soft wheat
secured from Its producer) bulk, on
track, in carload quantities, at any ter-
minal city or intericr rail point shall be
the maximum price specified for such
a sale in sections 6 or 7 hereof at that
terminal city or interior rail point where
sold and delivered tto the purchaser.

(b) The maximum price for the sale
by a country shipper of any soft wheat
purchased by him from a producer (or
from any farmer of soft wheat secured
from its producer) bulk, In store, In car-
load quantities, at any terminal city or
interior rail point shall be the maximum
price specified In paragraph (a) of this
section less the charges payable to place
such soft wheat on track at the point
of sale.

(c) The maximum price for the shle
or delivery by a country shipper of any
soft "wheat in any case not provided for
in paragraphs (a) and (b) of this sec-
tion, shall be the maximum price for a
like sale by a merchandiser as provided
in section 14 hereof.

(d) This section prescribes the exclu-
sive modes of sale of any soft wheat by
a country shipper.

SEC. 12. Maximum service charge of
commission merchants. (a) Notwith-
standing any other law or regulation, the
maximum service charge for the serv-
ices of a commission merchant In con-
nection with any sale of any softwheat
shall be 1/ cents per bushel. Thi's serv-
ice* charge si'all be in addition to the
appropriate maximum price of the soft
wheat so sold.,,

(b) Every seller who paid any service
charge under this section may add the
same in computing his maximum prices
for any sale.

SEC. 13. Maximum service charge of
brokers. (a) Notwithstanding any other
law or regulation, the maximum service
charges for the services of a broker In
connection with any sale or purchase of
any soft wheat shall be / cent per
bushel. This service charge shall be In
addition to the appropriate maximum
price of the, soft wheat so sold or pur-
chased.

(b) No seller who paid a brokerage
hereunder may add said brokerage In
computing his maximum price for any
sale.

SEC. 14. Maximum prices of merchan-
disers. (a) The maximum price for the
sale of any soft wheat by any merchan-
diser to any person other than a feeder
shall be calculated by adding one of the-
following markups to the merchandiser's
basic maximum price calculated under
paragraph (c) of this section:

(1) 11/20 per bushel for sales in carload
quantities. I

(2) 30 per bushel for sales in less
than carload quantities.

(b) The maximdm price for the sale
of any soft wheat by any merchandiser
to a feeder shall be lalculated by adding
one of the followfing maximum markups
to the merchandiser's basic maximum
price calculated under paragraph (c) of
this section:

(1) 1'/2 per bushel for sales In carload
quantities.
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(2) 30 per bushel for sales in less than
carload quantities of 150 bushels or more.

(3) 80 per bushel for sales of less than
150 bushels.

(c) The merchandiser's basic maxi-
mum price above referred to shall be cal-
culated as follows:

D (1) For a sale in carload quantities,
the maximum price specified in sections
6, 7 or 8 hereof, at that terminal city
or interior point where sold and deliv-
ered to the purchaser plus all permitted
charges and increases previously added
thereto under other sections hereof and
plus all permitted markups previously
added thereto under this Section; and

(2) For i sale in less than carload
quantity, the maximum price specified
ini subparagraph (1) of this paragraph
(c), or the maximum price specified in
sections 6, 7 or 8 hereof, at the terminal
city or interior poinl where such seller
purchased the wheat in question, plus:
(i) all permitted charges and increases
previously added thereto under other
sections hereof; Cii) all permitted mark-
ups previously added thereto under this
section; and (iii) transportation charges
actually incurred by the seller from said
terminal city or interior point at which
he purchased the same to the point where
delivered to the buyer.

(d) Irrespective of the number of
merchandisers or commission merchants
who may-have handled the soft wheat
in question, the maximum price to the
ultimate user otherwise established here-
under shall not be increased by the addi-
tion of markups under this section (or
under sections 11 (b) or 12 hereof) to a
greater extent than:

- (1) 4V2 per bushel if the ultimate
user purchases in carload quantities.

(2) '7y/o Per bushel if the.ultmate
user is not a feeder and purchases in
less than carload quantities.

(3) 7Vl pef bushel if the ultimate
user is a feeder and purchases in less
than carload quantities7 of 150 bushels
or more.

(4) 17.Y20 per bushel if the ultimate
user is a feeder and purchases quantities
of less than 150 bushels.

SEC. 15. Increases'for handling. (a)
Where any soft wheat has been handled
by the seller through a terminal or sub-
terminal elevator or warehouse, the ap-
propriate maximum price of said seller
above set forth may be increased by 1
per bushel.

(b) This section shall have no appli-
cation to any soft wheat purchased by
said seller from a producer at the ter-
minal city or interior rail point where
said terminal or subterminal elevator or
warehouse is located; and no increase
for handling shall be permissible in such
case.

(c) Furthermore, irrespective of the
number of such handlings of the soft
,wheat in question the maximum price to
an ultimate user, as otherwise established
hereunder, shall not be increased by ad-
ditions under this section of more than 20
per bushel.

SEC. 16. Increases for sacks and sack-
ing. (a) Where any seller sells soft wheat
sacked and furnishes both the sacks and
sacking, the foregoing maximum prices
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for a like sale in bulk may be Increased
by the reasonable value (not exceeding
any maximum price established thereon)
of the sacks, plus, except where the seller
is the producer, 30 per bushel for the
sacking.

(b) Where an: seller other than a
producer sells soft wheat sacked after
furnishing the service of sacking (but not
the sacks, which the buyer has supplied)
the foregoing maximum prices for a like
sale in bulk may be increased by 30
per bushel for the sacking service.

SEC. 17, Increases for carrying charges.
(a) Notwithstanding any provision of
this or any other law or regulation, any
seller of soft wheat may, in addition to
the appropriate maximum price of the
soft wheat sold, charge and receive from
the buyer, a maximum carrying charge
of I(, of a cent per bushel per day for
the time elapsing between:

(1) The date of the expiration of free
time under the contract of sale; and
. (2) A date five days subsequent to the
date of shipment ,specfled by the buyer
in shipping instructions furnished the
seller or the date on which shipment
is actually made, whichever is earlier.

(b) For any resale, the maximum price
of the seller shall not be increased for
any such carrying charges previously
paid by him in connection with his pur-
chase of the soft wheat in question.

SEC. 18. Sales by the Commodity Credit
Corporation. (a) Notwithstanding any
other provision of this regulation the
Commodity Credit Corporation may sell
soft wheat at a maximum price no higher
than 10 percent above the lowest prices
at which said Corporation is permitted
to sell under that certain act of Con-
gress designated Pub. Law 129, 78th
Congress, including any amendments.

(b) This section shall have no appli-
cation to any resale of any soft wheat
purchased from the Commodity Credit
Corporation.

SEC. 19. Documents and reports. (a)
Every person subject to this regulation
making a sale or purchase of soft wheat
in the course of trade or business on or
after the effective date of this regulation
shall keep for inspection by the Office of
Price Administration for so long as the
Emergency Price Control Act of 1942, as
amended, remains in effect, complete
and accurate records of such sales and
purchases including the date thereof,
name of the seller and purchaser, price
paid or received, buyer's receiving point
and the quantity of soft wheat sold or
purchased: Provided, That producers
and sellers of quantities of 100 bushels
or less need keep only such records as
they customarily kept as of the effective
date of this regulation.1

(b) Persons affected by this regulation
shall submit such records to the Office of
Price Administration as It may from time
to time require.

'The record keeping provislona of this
regulation have been approved by the Bureau
of the Budget in accordance with the Federal
Report3 Act of 1942.

'Subject to the approval of the Bureau of
the Budget pursuant to the Federal Reports
Act of 1942.

SEC. 20. Evasive practices. The price
limitations set forth in this regulation
shall not be evaded, whether by direct'or
indirect methods, in connection with any
offer, solicitation, agreement, sale, de-
livery, purchase, or receipt of or relating
to soft wheat, alone or in conjunction
with any other commodity, or by way of
commission, service, transportation, or
other charge, or discount, premium, or
other privilege, or by tying agreement,
or other trade understanding or by any
other means.

Szc. 21. Enforcement. Persons violat-
ing any provision of this regulation are
subject to the criminal penalties, civil
enforcement actions, and suits for treble
damages, and proceedings for suspension
of licenses, provided for by the Emer-
gency Price Control Act of 1942, as
amended. Persons having evidence of
any violation of this regulation are urged
to communicate with the nearest field,
state, or regional office of the Office of
Price Administration, or with the prin-
cipal office in Washington, D. C.

SEC. 22. Licensing. The provisions
of Licensing Order No. 1s licensing all
persons who make sales under price con-
trol are applicable to all sellers subject
to this regulation. A seller's license may
be suspended for violations of the li-
cense or of one or more applicable price
schedules or regulations. A person
whose license is suspended may not, dur-
ing the period of suspension, make any
sale for which his license has been sus-
pended. These provisions do not apply
to any producer selling wheat produced
by him.

SEC. 23. Adfustable pricing. Any per-
son may agree to sell at a price which
can be increased up to the maximum
price in effect at the time of delivery;
but no person may, unless authorized by
the Office of Price Administration, de-
liver or agree to deliver at prices to be
-adjusted upward in accordance with ac-
tion taken by the Office of Price Admin-
istration after delivery. Such authori-
zation may be given when a request for a
change n the applicable maximum.price
is pending; but only if the authorization
is necessary to promote distribution or
production and if it will not interfere
with the purposes of the Emergency Price
Control Act of 1942, as amended. The
authorization may be given by the Ad-
ministrator or by any official of the Office
of Price Administration to whom the au-
thority to grant such authorization has
been delegated. The authorization will
be given by order, except that it may be
given by letter or telegram when the
contemplated revision will be the grant-
ing of an individual application for ad-
Justment.

Szc. 24. Maximum prices for export
sales. The maximum prices for export
sales shall be determined in accordance
with the provisions of the Second Revised
Maximum Export Price RegulationI
issued by the Office of Price Administra-
tion.

Sze. 25. Petitions for amendment. Any
person seeking a modification of any pro-

& 8 P.R. 13240.
'8 P.R. 4132, 7662, 5937, 9,93.
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vision of this regulation may file a peti-
tion for amendment in accordance with
the .provisions of Revised Procedural
Regulation No. 1 issued by the office of
Price Administration.

This regulation shall become effective
November 6, 1943.

Issued this 1st day of November 1943.
CHESTER BOWLES,

Acting Administrator.
Approved:

MARVIN JONES,
War Food Administrator.

IF. n. Doc, 43-17692; Filed, November 1, 1943;
4:57 p. m.]

PART 1448-EATING AND DRINKING
ESTABLISHMENTS

[Restaurant MPR 5-4, Amadt. 1]

FOOD AND DRINK SOLD FOR IMMEDIATE CON-
SUMPTION IN DALLAS REGION, TEX.

A statement of the considerations In-
volved in the issuance of this amend-
ment, issued simultaneously herewith,
has been filed with the Division of the
Federal Register.*

Section 23 of Maximum Price Regula-
tion No. 5-4 Is amended to read as fol-
lows:

SEC. 23. Licensing. The provisions of
Licensing Order No. 1, licensing all per-
sons who make sales under price cohtrol,
are applicable to all sellers subject to this
regulation or schedule. A seller's license
may be 'suspended for violations of the
license or of one or more applicable
price schedules or regulations. A per-
son whose license is suspended may not,
during the period of suspension, make
any sale for which his license has been
suspended.

This amendment shall become effec-
tive October 14, 1943.
(56 Stat. 23, 765; Pub. Law 151, 78th
Cong.; E.O. 9250, 7 P.R. 7871 and E.O.
9328, 8 P.R. 4681)

IssVed at Dallas, Texas, this 14th day
of October 1943.

GUs W. THoMAssoN,
District Director.

[F. R. Doe. 43-17696; Filed, November 1, 1943;
4:58 p. m.]

PART 1499-CotoDaiTEs AND SERVICES
[MPR 165, as AmendedxAmdt. 33]

SERVICES; HAWAII

A statement of the considerations In-
volved in the issuance of this amend-
ment, issued simultaneously herewith,
has been filed with the Division of the
Federal Register.*

*Copies may be obtained from the Office
of Price Adminitratton.

17 FR. 8961; 8 FR. 3313, 3553, 6173, 11806.
27 Fn. 6428, 6966, 8239, 8431, 8798, 8943,

8948, 9197, 9342, 9343, 9785, 9971, 9972, 10480,
10619, 10718, 11010; 8 F.R. 1060, 3324, 4782,
5681, 5755, 5933, 6364, 8506, 8873, 10671, 10939,
11754, 12023, 12710, 13302, 13472.

L REGISTER, Wednesday, November 3, 1943

Section 1499.101 (c) (71) is added to
read as follows:

(71) Any ervice rendered or supplied
in the Territory of Hawaii in connection
witl4 the processing, distribution, stor-
age, installation, repair or negotiation of
purchase or sale of commodity and gen-
erally, without limiting the foregoing, all
services which preserve or add to the
value or utility of the commodity.

This amendment shall become effec-
tive as of October 1, 1943.
(56 Stat. 23, 765; Pub. Law 151, 78th
Cong.;.E.O. 9250, 7 F.R. 7871, E.O. 9328,
8 F.R. 4681)

Issued this 1st day of November 1943.
GEORGE J. BuRsx,

Acting Administrator.
IF. R. Doc. 43-17697; Filed, NovemlSer 1, 1943;

4:58 p. m.]

PART 1499-CoMmoDniUEs AND SERVICES
[Rev. SR 141 to GMPR, Amdt. 47]

"GENERAL MANAGER TYPE" GRAIN DOORS
A stitement of the considerations in-

volved in the issuance of this amend-
ment, issued simultaneously herewith,
has been filed with the Division of the
Federal Register.*

Revised Supplementary 'Regulation 14
to the General Maximum Price Regula-
tion is amended by revoking section 6.10
"General manager type" grain doors.

This amendment shall be effective as
of 11:59 p. m., October 14, 1943.
(56 Stat. 23, 765; Pub. Law 151, 78th
Cong.; E.O. 9250, 7 F.R. 7871; E.O. 9328,
8 FR. 4681) "-

Issued this Ist day of November 1943.
GEORGE J. BURKE,

Acting Administrator,

[F. R. Doc. 43-17699; Filed, November 1, 1943;
4:56 p. m.]

PART 1499-CohMODrEs AND SERVICES
[Rev. SR 14 to GMPR,1 Amdt. 491

CALCIUM CARBIDE

A statement of considerations involved
In the issuance of this amendment Issued
simultaneously herewith, has been filed
with the Division of the Federal Reg-
ister.*

Section 4.16 is added to read as follows:
SEC. 4.16 Sales of calcium carbide by

the Pefense Supplies Corporation-(a)
Maximum prices. Maximum prices for
sales and deliveries of calcium carbide
are established as follows:

(b) Exceptions. Nothing In the Gen-
eral Maximum Price Regulation or any
supplementary regulation thereto shall
apply to sales and deliveries of calcium
carbide by the Defense Supplies Corpo-
ration to: (1) The.United States or any
agency tfiereof or to the Government of
any country whose defense the President
deems-vital to the defense of the United
States under the terms of the Act of
March 11, 1941, entitled "An Act to Pro-

'mote the Defense of the United States,"
or any agency of any such government;
nor (2) Persons (other than operators of
shipyards) who will use the calcium car-
bide so purchased In the fulfillment of,

18 P.R. 9787, 9880; 10432, 10566, 10433,
10668, 10731, 10759, 10763, 10939, 10674, 10984,
10758, 11174, 18182, 11247, 11215, 11479, 11572.
11754, 11873, 12325, 12406, 12739, 12550,
12633, 12557.

2 8 F.R. 3096, 3849, 4347, 4486, 4724, 4848,
4978, 6047, 6962, 8511, 9025, 9991, 11955,
13724.

contracts with the United States or any
agency thereof In which the price Is de-
termined on the basis of cost-plus-a-fee,
except that, In the case of sales to per-
sons who will use some but not all of the
calcium carbide so purchased In fulfill-
ment of such a contract, the Defense
Supplies Corporation may charge for the
entire amount so purchased a price other
than that established by this section,
making periodic settlement at the maxi-
mum prices established by this section
with the buyer for that portion of the
calcium carbide which the buyer satis-
factorily demonstrates has not been used
In the fulfillment of such contracts.

(c) Definitions. When used in this
section, the term:

(1) "Generator grades" means cal-
cium carbide in the sizes 1/4 X 1/12 to and
including 31/2 x 2. It also Included the
grade 2 x D.

. 18 P.R. 3096, 3849, 4347, 4486, 4724, 4978,
6047, 6962, 8511, 9025.

Quantity
Gradeand class of purchaser Container of n Maximum pric per ton

(1) Generator grades or mixed
grades:
(i) Industrial customers not 100 lb. drums ............ LCL $95.00, delivered warebouso cities.

receiving allocations.
(11) Industrial customers re- 100 lb. drums ---------- LCL $93.00, delivered warehouso cities,ceiving allocations. 100 lb. drums --------- CI, $87.00, delivered purchaser's siding.

All other containers-.::: CL $85.00, delivered purchaser's siding.
(ill) Shipyards ----------------.--------------------...........--- Appropriat6 prico specified In (I) or (11)

less $1.00 per ton.
(iv) Acotylene-plants .------- 100 lb. drums ----------- CL $67.00, f. o. b. produclsg point.

All other containers - CL $65.00, f. o. b. producing point.
(v) Chemlcaplants allocated 100 lb. drums ..... -------- CL $57.00, f.o. b. producing point.

more than 50 tons per
month.

250-400 lb. drums ------- CL $55.00, f. o. b. producing point.
600-1,100 lb. drums ------ CL $53.00, f. o. b. producing point.
5 ton bulk containers... CL $50.00, .o. b. producing point.

(2) Rice end 14N ----- ----------------------------------- Appropriato price qpco ed in (I) plus
$7.00 per ton.

(3) Fines-l purchasers........ All containers ---------- CL $55.00, .o. b. producing point.
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(2) "Rice", "14ND", and "Fines" have
the meaning commonly given to these
terms in the trade, except that "Fines"
shall include the grade Y4 x D.

(3) " arehouse cities", means those
cities in the United States in which the
Defense Supplies Corporation maintains
warehouse stocks of calcium carbide.

(4) 'Delivered warehouse cities"
means that the price includes free de-
livery to customers located within such
cities, and is f. o. b. warehouse for points
outside of such cities.

This amendment shall become effec-
tive November 1, 1943.
(Pub. Laws 421 and 729, 77th Cong.; E.O.
9250, 7 F.R. 7871; E.O. 9328, 8 F.R. 4681;
Pub. Law 151, 78th Cong.)
" Issued this 1st day of November 1943.

CHESTER BOWLES,
Acting Administrator.

IF. R: Doc. 43-17698; Filed, November 1, 1943;
4:58 p. m.]

PART 1394--RATIONING or FUEL AND FUEL
PRODUCTS

[RO 11,1 Amdt. 88]

FUEL OIL RATIONING REGULATIONS
A rationale for this ameindment- has

been issued simultaneously herewith and
has been filed with the Division of the
Federal Register.*

Ration Order No. 11 is amended in
the following respects:

1. Section 1394.5653 (b) (1) is
amended by inserting before the period
at the end of the subparagraph the fol-
lowing clause, "or if the dealer or pri-
mary supplier knows or has reasonable
cause to believe that at the time of the
transfer the consumer has failed to sur-
render evidences (or delivery receipts)
to any other transferor for a previous
transfer of fuel oil and more than fif-
teen (15) days have elapsed since that
surrender was required."

2. Section 1394.5655 (b) (5) (1) is
amended by inserting before the period
at the end of the subdivision the fol-
lowing clause, "or if the dealer Lr pri-
mary supplier knows or has reasonable
cause to believe that at the time of the
transfer the consumer has failed to sur-
render delivery receipts (or evidences) to
any other transferor for a previous
transfer of fuel oil and more than fif-
teen (15) days have elapsed since that e
surrender was required."

3. Section 1394.5689 (a) is amended
by inserting before the period at the end
of the paragraph the following clause,
"of if the dealer or primary supplier
knows, or has reasonable cause to be-
lieve that at the time of the transfer
the, consumer has failed to surrender a

*Copies may be obtained from'the Office

of Price Administration.
17 P.R. 8480.

ration check or other evidences (or de-
livery receipts) to any other transferor
for a previous transfer of fuel oil and
more than fifteen (15) days have elapsed
since that surrender was required."

4. Section 1394.5707 (a) (4) Is amended
by inserting before the period at the end
of the subparagraph* the following
clause, "or if the transferor knows or has
reasonable cause to believe that at the
time of the transfer the transferee has
failed to surrender evidences to any other
transferor for a previous transfer of fuel
oil and more than fifteen (15) days
have elasped since that surrender was
required."

5. Section 1394.5725 is amended to read
as follows:

§ 1394.5725 Primary suppliers may
explain losses or shortages. (a) A pri-
mary supplier may submit with his OPA
Form R-1119 an explanation for any
unavoidable or unrecoverable losses or
shortages of fuel oil, evidences or delivery
receipts. The Washington Office may
accept an explanation only for:

(1) Losses of fuel oil, evidences, or
delivery receipts acquired by the appli-
cant in accordance with this order.

(2) Other shortages of fuel oil, evi-
dences, or delivery receipts acquired by
the applicant in accordance with this
order. If the fuel oil, evidences, or de-
livery receipts were transferred they
must also have been transferred in ac-
cordance with this order.

(b) No acceptance by the Washington
Office of an explanation of a loss or
shortage shall operate as a waiver of any
violations of this order.

6. Section 1394.5801 (k) Is added as
follows:

(k) No dealer or primary supplier
shall transfer fuel oil to a person (other
than an agency specified in § 1394.5454
(a)) who Is required to surrender evi-
dences for the transfer and no such per-
son shall accept that transfer unless at
the time of the transfer that person has
on hand evidences or ration credits (ex-
cluding the gallonage value of any evi-
dences not yet surrendered for previous
transfers of fuel oil and excluding the
amounts of ration checks issued which
have not yet been cleared) equal in gal-
lonage value to the fuel oil to be trans-
ferred.

This amendment shall become effec-
tive on November 1, 1943.
(Pub. Law 671, 76th Cong., as amended
by Pub. Laws 89 and 507, 77th Cong., Pub.
Law 421, 77th Cong.; WPB Directive No.
1, 7 FR. 562; Supp. Directive No. 1-0, as
amended, 7 F.R. 8416; E.O. 9125, 7 F.R.
2719)

Issued this 1st day of November 1943.
CHESTER Bowxs,

Acting Administrator.
IF. n. Doc. 43-17695; Filed, November 1, 1943;

4:55 p. m.]

TITLE 49--TRANSPORTATION AND
RAILROADS

Chapter I-Interstate Commerce
Commission

Subchapter A---Gemerl Rules and Peguations

iSi-vice Order 137-A]

PART 95-CAR SERVWCE
OEROUINTG OF IACHIUERY

At a session of the Interstate Com-
merce Commission, Division 3, held at its
office in Washington, D. C., on. the 1st
day of November, A. D. 1943.

Upon further consideration of the pro-
visions of Service Order No. 137 of July
17, 1943, and good cause appeari
therefor:

It is ordered, That Service Order No.
137, permitting the rerouting of three
carloads of machinery to be moved from
Newport News, Virginia, to the Grand
Coulee Power Plant, Odair, Washington,
is hereby vacated and set aside. (40 Stat
101, Sec. 402, 41 Stat. 476, Sec. 4, 54 Stat.
901; 49 U.S.C. 1 (10)-(17)).

It is further ordered, That this order
shall become effective at 12:01 a. m.,
November 2, 1943; that a .copy of this
order and direction shall be served upon
the Association of American Railroads,
Car Service Division, as agent of the
railroads subscribing to the car service
and per diem agreement under the terms
of that agreement; and that notice of
this order be given to the general public
by depositing a copy in the office of the
Secretary of the Commission at Wash-
ington, D. C., and by filing It with the
Director, Division of the Federal Reg-
1ster.

By the Commission, Division 3.
[SEAL] W. P. BaTrEL,

Secretary.
[P. R. Doc. 43-17715; iled, November 2,1943;

10:49 a. m.]

[Service Order 162-Al

PART 95-CAR SERVICE

At a session of the Interstate Com-
merce Commission, Division 3, held at its
office in Washington, D. C., on the 1st day
of November,.A.D. 1943.

Upon further consideration of the pro-
visions of Service Order No. 162 (8 F.R.
14857) of October 29, 1943, and gopd
cause appearing therefor: It is ordered,
That:

Section 95.37 Acceptance and move-
ment of anthracite coal of Service Order
No. 162 (8 F.R. 14857) of October 29,1943,
Is hereby vacated and set aside. (4
Stat. 101, see. 402, 41 Stat. 476, see. 4,
54 Stat. 901; 49 U.S.C. 1 (10)-(17).)

It is further ordered, That this order
shall become effective at 12:01 p. m,
November 1, 1943; that a copy of this
order and direction shall be served upon

14991
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the Association of American Railroads,
Car Service Division, as agent of the
railroads subscribing to the car service
and per diem agreement under the terms
of that agreement; and that notice of
this order be given to the general public
by depositing a copy in the office of the
Secretary of the Commission at Wash-
ington, D. C., and by filing it with the Di-
rector, Division of the Federal Register.

By the Commission, Division 3. ,
[SEAL] W. P. BARTEL,

Secretary.

[F. n. Doc. 43-17714; Filed, November 2, 1943;
10:49 a. m.]

Chapter II-Office of.Defense
Transportation

[General Order ODT 29, Amdt. 1]

PART 501-CONSERVATION OF MOTOR
EQUIPMENT

TAXICABS AND TAXI SERVICE IN PUERTO RICO

Pursuant to Executive Orders 8989,
9156, 9214, and 9294, § 501.194 of General
Order ODT 29 (7 FR. 11017) is hereby
amended to read as follows:

§ 501.194 Operating regulations. (a)
No person shall drive or operate a taxi-
cab:

(1) For any purpose, including social
or recreational purposes, personal to the
driver or operator;

(2) For the purpose of making any
commercial pick-up or delivery of mer-
chandise other than the delivery of drugs,
medicines, medical supplies, and medical
equipment, at the request of a licensed
pharmacy or pharmacist, dentist, -phy-
sician, hospital, or veterinarian;

(3) More than 8 kilometers beyond
the limits of the urban zone or contigu-
ous urban zones in which the trip orig-
inated;

(4) For the purpose of securing pas-
sengers while cruising;

(5) On any trip that exceeds 20 kilo-
mneters from point of origin to point of
destination;

(6) Without distinctly marking every
such taxicab to indicate that it is a taxi-
cab;

(7) For the purpose of transporting
any member of the military or naval
forces of the United States in uniform
to or from' any area designated by the
military or naval authorities as in "off
limits area." Information concerning
the location of any such "off limits area"
may be obtained from the Office of the
Provost Marshal, United States Army
Headquarters, San Juan, Puerto 'Rico,
from any military policeman or ,shore
patrolman on duty, or from the Regional
Office of the .Office of Defense Trans-
portation, San Juan, Puerto Rico. This
subparagraph (7) shall not apply to the
transportation'of uniformed members of
the armed forces of the United States
to or from any "off limits area" when
such member displays a permit issued by
proper authority permitting travel to
such "off limits area."

(b) No person engaged In the busi-
ness of furnishing taxi service shall per-
mit'a taxicab under his direction or con-
trol to be driven or operated in viola-
tion of this § 501.194, and no person shall
use a taxicab as a rheans of transporta-
tion when to do so will require it to be
driven or operated in violation of this
§ 501.194.

This amendment shall become effective
on November 1&, 1943. '
(E.O. 8989, 9156, 9214, and 9294; 6 PR.
6725, 7 F.R. 3349, 6097, 8 FR. 221)

Issued at Washington, D. C., this 2d
day of November 1943.

JOSEPH B. EASTmAN,
Director,

Office of Defense Transportation.

[F. R. Doe. 43-17716; Filed, November 2, 1943;
10:58 a. m.]

Notices

DEPARTMENT OF THE INTERIOR.
Coal Mines Administration.

(Order T-106]

E. & S. COAL CO., ET AL.
ORDER TERMINATING APPOINTMENT OF OPER-

ATING MANAGERS

OCTOBER 30, 1943.
Orders have been issued terminating

Government possession and control of
the coal mines for which the persons
listed in Appendix A have served as Op-
erating Managers for the United States,
and the mining companies have duly
executed- and delivered to the Admin-
istrator appropriate Instruments, as pro-
vided in the Regulations for the Opera-
tion of Coal Mines under Government
Control, as amended (8 FR. 6655, 10712,
11344).

AcCordingly, I hereby order and di-
rect that the appointments of the Oper-
ating Managers for the United States
%listed in Appendix A, attached hereto
,and made a part hereof, be, and they
are hereby, terminated.

ABE FORTAS,
Acting Secretary of the Interior.

APPENDIX A

Name of Operating Manager and Name of
Mining Company

W. B. Swope, E. & S. Coal Co., P. O. Box 134,
Welch, West Virginia.

E. P. Whitby, Eagle Hill Coal Company, Mill
Creek Manor, Pottsville, Pennsylvania.

Fount Earls, Fount Earls, Cawood, Ken-
tueky.

W. L. Slupe, East Franklin Coal Company,
606 Butler National Bank Building, Butler,
Pennsylvania.

Thomas Hindman, East Windber Coal Com-
pany, 540 Central Avenue, Johnstown, Penn-
sylvania.

0. Eberly, Eberly Coal & Coke Co., 208 Union
Trust Building, Uniontown, Pennsylvania.

Bryan -Eddy, Eddy Coal Co., Athens, Illinois.
Elizabeth Fortuna, Edgar County Coal Co.,

Inc., R. R. 3, Paris, Illinois.
H. R. Green, Ednie Fuels, Inc., P. O. Box 399,

Philipsburg, Pennsylvania.

Edra Horn, Edra Horn Coal Company, Bar-
rett, West Virginia.

Coolidge Elchelberger, E. Elchelberger & Co.,
Everett, Pennsylvania.

J. K. Buttermore, Ecomb Coal Company,
Inc., Harlan, Kentucky.

F. A. Lorenzo, Eeanora Coal Company, 105
Pine Street, Punxsutawney, Pennsylvania.

H. H. Kubling, The Elkhorn Collieries Cor-
poration, 714 First National Bank Building,
Cincinnati, Ohio.

Frank Ellis, Ellis Coal Co., Bronaugh, AM-
sourl.

W. E. Widmer, Elmira Coal Co., Excelsior
Springs, Missouri.

J. H. Hillman, Jr., Emerald Coal & Coke
Co., Grant Building, Pittsburgh, Pennsyl-
vania.

Clair J. Sweltzer, Eshbaugh & Sweitzer Coil
Co., R. D. No. 1, Mayport, Pennsylvania.

W. E. Starford, Eureka Coal Co., Grafton,
West Virginia.

R. D. Evans, Evans Coal Company, Fourth
and Main Street, Clarion, Pennsylvania,

[F. R. Doc. 43-17711; Filed, November 2, 1943;
10:01 a. m.]

General Land Office.

I NEW MEXICO
REVOCATION OF STOCK DRIVEWAY

'WITHDRAWALS

The orders of the Secretary and the
Acting Secretary of the Interior of Feb-
ruary 28, 1918, April 29, 1919, December
16, 1921, and June 16, 1922, establishing
and modifying Stock Driveway With-
drawals Nos. 9 and 81, New Mexico NO.
3 and 12, under section 10 of the act of
December 29, 1916, 39 Stat. 865, 43
U.S.C. 300,-are hereby revoked so far as
they' affect the following-described
lands, Which are within New Mexico
Grazing Districts Nos. 1 and 2:

NEW MEXICO PRINCIPAL McaID9

T. 24 N., R. 1 W.,
See. 28, N11;
Sec. 33, SE/ 4 .

T. 26 N.,-R. 2 I.,
See. 3, SE/4 NE/4 and NI/2 SE/4 ;
Sec. 4. lots 1, 2, and SV2NEV4 ;
Sec. 8, NEI/4 NE!/4 , WNE/4 , SWI4, and

NW!/4 SEI/4 :
Sec. 9, WY2 SE'/4 ;
Sec. 17, SEI/4 NEI/4 , NE%NW1/4 , W%/NW/4,

NW 4 SW/ 4 , and SE1/4 ;
Sec. 18.

7'. 24 N., R. 3 W.,
Sec. 10, SYA;
Sec. 15, E/2 ;
Sec. 22, E/2 ;
Sec. 27, E 2 ;
Sec. 34, EY2.

T. 25 N., R. 3 W.,
Sec. 1, lots 3, 4, and 5y 2NW/;
Sec. 11, W%;
See. 15, NWI/4 ;
Sec. 21, SE/ 4 ;
Sec. 22, SI/z
Sqc. 28;
See. 32, E/2 .

T. 3 S., R. 6 W.,
Sec. 5, S2.
The areas described nagregfte 5,727.4

acres.
OSCAR L. CHAPMVAN,

Assistant Secretary of the Interior.
OCTOBER 27, 1943.

IF. R. Doc. 43-17712; Filed, November 2, 1043;
10:01 a. m.]
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CIVIL AERONAUTICS BOARD.

[Docket No. SA-85]

AIRCRAFT ACCIDENTS

NOTICE OF HEARING

In the matter of investigation of acci-
dent involving aircraft of United States
Registry NC 31821 and NC32129 which
occurred near Spokane, Washington, on
OCtober 25, 1943, adnd of accident involv-
ing aircraft of United States Registry
NC 29984 and NC 31333 which occurred
near Spokane, Washington, on October
26. 1943.

Notice is hereby given, pursuant to the
Civil Aeronautics Act of 1938, as amend-
ed, particularly section 702 of said Act,
in the above-entitled proceeding, that
hearing is hereby assigned to be held
on Thursday, November 4, 1943, at 9:30
a. m. (PWT) in Room 338, Federal Build-
ing, Spokane, Washington.

Dated at Washington, D. C, November
1, 1943.

[SEAL] W. K. ANDREWS,
Presiding Officer.

[F. H.IDoc. 43-17713; Filed, November 2, 1943;
10:28 a. m.j

OFFICE OF DEFENSE TRANSPORTA-
TION.

[Supplementary Order ODT 3, Rev. 921

SEATTLE-V.NcouvER, B. C. MOTOR FREIGHT
LTD. AND BRIsH COLUMBIA-SEATTLE
TRANSPORT

COORDINATED OPERATIONS BETWEEN SEATTLE
AND BLAINE, WASH.

Upon consideration of a plan for joint
action filed with the Office of Defense
Transportation by Seattle-Vancouver
B. C. Motor Freight, Ltd., Vancouver,
British Columbia, and Julius Daverso,
Frank Daverso, and Marie Merlino, doing
business as British Columbia-Seattle
Transport, Seattle, Washington, to facili-
tate compliance with the requirements
and purposes of General Order ODT 3,
Revised, as amended,' a copy of which
plan is attached hereto as Appendix 1,2
and

It appearing that the proposed coor-
dination of operations is necessary In
order to assure'maximum utilization of
the facilities, services, and equipment,
and to conserve and providently utilize
vital equipment, materials, and supplies,
of the carriers, and to-provide for the
prompt and continuous movement of
necessary traffic, the attainment of which
purposes is essential to the successful
prosecution of the war; It is hereby
ordered, That:

1. The plan for joint action above re-
ferred to is hereby approved and the
carriers are directed to put the plan in
operation forthwith, Subject to the fol-
lowing provisions, which shall supersede
any provisions of such plan that are in
conflict therewith.

2. Each of the carriers forthwith shall
file a copy of this order with the ap-
propriate regulatory body or bodies

1 7 F.R. 5445, 6689, 7694; 8 F.R. 4660, 14582.
2 Filed as part of the original documen .

having jurisdiction over any operations
affected by this order, and likewise shall
file, and publish in accordance with
law, and continue in effect until further
order, tariffs or supplements to filed
tariffs, setting forth any changes in
rates, charges, operations, rules, regula-
tions, and practices of the carrier which
may be necessary to .accord with the
provisions of this order and of such
plan; and forthwith shall apply to such
regulatory body or bodies for special
permission for such tariffs or supple-
ments to become effective on the short-
est notice lawfully permissible, but not
prior to the effective dvte of this order.

3. Shipments diverted in execution of
the plan shall be transported pursuant
to the lawfully applicable rates, charges,
rules, and regulations of the diverting
carrier.

4. The provisions of this order shall"
not be so construed or applied as to re-
quire any carrier subject hereto to per-
form any service beyond Its transporta-
tion capacity, or to authorize or require
any act or omission which is in violation
of any law or regulation, or to permit
any carrier to alter Its legal liability to
any shipper. In the event that compli-
ance with any term of this order, or
effectuation of. any provision of such
plan, would conflict with, or would not
be authorized under, the existing inter-
state or intrastate operating authority
of any carrier subject hereto, such car-
rier fbrthwlth shall apply to the ap-
propriate regulatory body or bodies for
the granting of such operating authority
as may be requisite to compliance with
the terms of this order, and shall prose-
cute such application with all possible
diligence. The coordination of opera-
tions directed by this order shall be sub-
ject to the carriers' possessing or ob-
taining the requisite operating au-
thority.

5. All records of the carriers pertain-
ing to any transportation performed pur-
suant to this order and to the provisions
of such plan shall be kept available for

.examination and inspection at all rea-
sonable times by accredited representa-
tives of the Office of Defense Transporta-

"tion.
6. The plan for joint action hereby ap-

proved and all contractual arrange-
ments made by the carriers to effectuate
the plan shall not continue in operation
beyond the effective period of this order.

7. Communications concerning this
order should refer to "Supplementary
Order ODT 3, Revised 92," and, unless
otherwise directed, should be addressed
to the Division of Motor Transport, Of-
fice of Defense Transportation, Wash-
ington, D. C.

This order shall become effective No-
vember 6, 1943, and shall remain in full
force and effect until the termination
of the present war shall have been duly
proclaimed, or until such earlier time as
the Office of Defense Transportation by
further order may designate.

Issued at Washington, D. C., this 2d
day of November 1943.

JOSEPH B. EASTUA,
Director, Office of

Defense Transportation.

[P. R. Doe. 43-17717; Filed. November 2, 1043
10:58 a. m.]

OFFICE OF PRICE ADMINISTRATIO.N.

STExL WArM-Ala FurAcES;
[Order A-11 Under LOB 183, Amdt. 181

L.ODIFICATON or munI PRiCES
Amendment No. 18 to Order No. A-1

under § 1499.159b of Maximum Price
Regulation No. 188: Manufacturers'
maximum prices for specified building
materials and consumers' goods other
than apparel.

An opinion accompanying this amend-
ment, issued simultaneously herewith.
has been filed with the Division of the
Federal Register.*

Paragraph (a) (17) is added to read
as follows:

(17) Modification of maximum prices
of steel warm-air furnaces. (i) Scopc
o1 thL subparagraph (17). The maxi-
mum prices established by this subpara-
graph shall apply to sales of steel warm-
air furnaces.

"Steel warm-air furnaces" means any
direct coal-fired, gas-fired, or oil-fired
central plant warm-air unit, the heat-
Ing surface of which is wholly or partially
made of steel, which is designed for the
purpose of heating the interior of an
structure, commonly known as a grav-
ity or forced warm-air furnace, for use
with or without air distribution pipes.
The term "steel warm-air furnaces"
does not include space heaters, domes-
tic heating stoves, or floor furnaces
(whether portable or fixed).

(ii) Maximum prices for manufac-
turers. (a) On and after November 2,
1943, regardless of any contract, agree-
ment, lease or other obligation, no man-
ufacturer of steel warm-air furnaces
shall sell and deliver steel warm-air fur-
nace3 and no person shall buy and re-
ceive steel warm-air furnaces in the
course of trade or business at prices
higher than the lowest published list
price for each type and size of steel
warm-air furnaces in effect on November
2, 1943, plus 9 percent of such lowest
published list price.

(b) The maximum prices fixed under
subdivision (a) shall be subject to at
least the same extension of cash, quan-
tity, and other discounts, tha same ab-
sorption cf transportation charges, and
the same rendition of services as the
manufacturer extended, absorbed, or
rendered or would have extended, ab-
sorbed, or rendered on comparable sales
to purchasers of the same class during
March 1942.

(ill) Notification to purchasers by
manufacturers. All manufacturers sell-
ing steel warm-air furnaces under the
authority of this subparagraph (17) shall
send the following notice to every pur-
chaser of steel warm-air furnaces at the
time of billing:

Amendment No. 18 to Order No. A-i under
§1493.159b of Maximum Price Regulation
No. 183 granted us an Increase of the max-
Imum prices of steel warn-air furnaces
equal to 9 parcent of our lowest established
list price In effect on November 2. 1943, for
each type and size of steel warm-alr furnace.
The pric cbarged you for steel warm-air
lurnnce are not higher than the maximum
prce rhich we are permitted to charge you

OCoples may be obtained from the O'ae of
Price Adminitratlo.
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under the provisions of that amendment.
The amendment further provides that any
person purchasing steel warm-air furnaces
for resale In substantially the same form
may Increase his presently established max-
Imum' price by the actual increase in. cost
to him resulting from the 9 percent increase.

This notice is given to you at the express
direction of the Office of Price Administra-
tion.

(iv) Every manufacturer selling steel
warm-air furnaces under the authority
of this subparagraph (17) shall'forward
to the, Office of Price Administration,
Building Materials Branch, Washington,
D. C., within 15 days after the effective
date of this amendment, unless previ-
ously submitted, current catalogues,
price books, and discount sheets relative
to steel warm-air furnaces. Copies of
all such catalogues, price books, and dis-
count sheets issued at any time subse-
quent to the effective date of this imend-
ment shall be forwarded to the Office of
Price Administration, Building Materials
Branch, Washington, D. C., at least 5
days prior to the issuance thereof.

(v) Maximum Prices for persons other
than manufacturers. (a) On and after
November 2, 1943, any personl who pur-
chases steel warm-air furnaces for resale
may increase his presently established
maximum price for each type and size of
steel warm-air furnace purchased under
the authority of this subparagraph (17)
by an amount equal to his-actual in-
crease in cost resulting from the 9 per-
cent increase permitted under sib-
division (ii).

(b) The maximum Prices fixed under
subdivision (a) shall be subject :to at
least the same extension of cash, quan-
tity, and ot'her discounts, the same ab-1
sorption of transportation charges, and
the same rendition of services which the
seller extended, absorbed, or rendered or
would have extended,'absorbed, or ren-
dered on comparable sales to purchasers
of the same class during March 1942.

(vi) Definitions. Unless tble coLtext
requires otherwise, the definitions set.
forth in § 1499.163 of Maximum Price
RegulationNo. 188 or § 1499.20 of the
General Maximum Price Regulation,
whichever is applicable, shall apply to
the terms used herein.

This Amendment No. 18 shall become
effective November 2,1943.

NoTE: The.reporting requirements of this
amendment have been approved by the
Bureau of the Budget n accordance with the
:Federal Reports Acts of 1942.

(56 Stat. 23, 765; 'Pub. Law 151, 78th
Cong.; E.O. 9250, 7 P.R. 7871; E.O. 9328,
1 P.R. 4681)

Issued this 1st day of November 1943.
GEORGE J. BuTE,

Acting Administrator.

JF. R. Doc. 43-17700; Flied. November 1, 1943;
4:57 p. In.]

LIST OF INDIVIDUAL-ORDERS GRANTING AD-
JUSTMdENTS, ETC., UNDER PRICE REGULA-
"lIONS

Order Number and Name

WRPR 246, Order 10, Amendment 2, Red
Cross Mfg. Co.

The following order was filed with the
Division of the Federal Register on Octo-
ber 29, 1943.

Order Number and Name

MPR 28, Revised -Order 2, Gulf Distilling
Corp.

The following orders were filed with
the Division of the Federal Regi~ter on
October 30, 1943.

Order Number and Name

kPR 188; Revised Order 6 under A-2, Paul
Lime. Plant.

MPR 188, Order 826, National Billiard Sup-
ply Co.,

Copies of these orders may be obtained
from the Printing and Distribution
Branch of the Office of Price Admin-
istration.

ERVIN H. POLLACK,
'Head, Editorial and .

Reference Section.

IF. R. Doe. 43-17683; Piled, November 1, 1943;
11:24 a. m.]

[Order 3 Under 1!APR 280]

DOUGHNUT IMIXES

ADJUSTMENT OF MAXIMUM -PRICES

brder No. 3 under § 135r815 of Maxi-
mum Price Regulation No. 280-Maxi-
mum prices for specific food products.
Order authorizing adjustable prices for
sales of doughnut mixes in bulk by proc-
essors to producers of bakery products.

For the reasons set forth in an opinion
issued simultaneously herewith, and in
accordance with § 1351.815 of Maximum
.price Regulation 'No. 280, It is ordered:

(a) Processors of doughnut mixes are
authorized to sell and deliver doughnut
mixes in bulk to producers of bakery
pioducts at the maximum prices in effdct
at the date of delivery, subject to an
agreement with the lbuyqr In each case
to adjust such selling price to conform
with maximum prices established for
sales of doughnut mixes in bulk in Maxi-
mum Pxice Regulation No. 462 after de-
livery thereof.
I (b) This order shall be automatically

'revoked upon the establishment, by the
Office of Price Administration of maxi-
mum prices in Maximum Price Regula-
tion No. 462 for sales by processors of
doughnut mixes in bulk. It may be re-
voked or amended by'the Price Admin-
Istrator at -any time.

.This order shall become effective No-
" vember 2, 1943.

(56 Stat. 23, 765; Pub. Law 151, 78th
Cong.; E.O. 9250, 7 F.R. 7871; E.O. 9328,
8 F.R. 4681)

Issued this* 1st day of Novembbr 1943.
/ GEORGE J. BuaxE,

Acting Administrator.

Division of the Federal Register on Octo- IF. R. Doe. 43-1.7701; Filed, November 1, 1943;
ber 28, 1943. 4:58 p. i.]

Regional and District office Orders,

LIST OF COaUNITY CEILING PRICE ORDERS

The following order under General Or-
der 51 was filed with the Division of the
Federal Register on October 27, 1943,

REGION III

Detroit, Order No. 5, Amendinent No, 10,
filed 5:11 p. in."The following orders under General
Order 51 were filed with the Division of
the Federal Register on October 29, 1943."

REGION 111

Cleveland, Order No. F-1, Amendment No.
3, filed 9:41 a. m.

.Columbus, Order No, 8, Amendment No. 2,
filed 9:41 a. m.

Louisville, Order No. 1-F, Amendment NO,
1, filed 9:46 a. m

REGION IV

Jacksonville, Order No. 1-F, filed 0:42 a, in,
Jacksonville, Order No. 11, Revocation, filed

9:42 a. In.
Montgomery, Order No. 12, AmendmQnt No,

4, filed 9:47 a. In.
Savannah, Order No. 1-F, Amendment No%

6, filed 9:42 a. m.
Savannah, Order No. 2-F, filed 11:45 a, In,
Savannah, Order No. 2-F, Amendment NO.

1, filed 9:41 a. in.

REGION VI

La Crosse, Order No. 4, Revocation, lflled
0:44 a. in.

La Crosse, Order No. 5, Amendment No. 2,
filed 9:43 a. in.

La Crosse, Order No. 6, Revocation, filed
9:43 a. 2n.

La Crosse, Order No. 7, Revocation, filed
9:43 a. m.

La Crosse, Order No. 8, Amendment No. 8,
tiled 9:43 a. m.

Duluth-Superior, Order No. 4, Amendment
No. 5, led 9:46 a. m.

Twin Cities, Order No. G-:6, filed 9:46 a. in.
Twin Cities, Order No. G-7, tiled 9:44 a. In.

Copies of these orders may be obtained
from the Issuing offices.

ERvRI I. POLLACK,
Head, Editorial and Reference Section.

IF. R. Doc. 43-17684, Filed, November 1, 1943:
11!24 a. m.]

SECURITIES AND EXCHANGE COM.
MISSION.

[File No. 70-784]

CRESCENT PUBLIC SERVICE COMPANY AND

OKLAHOMA UTILITIES COMPANY

ORDER MODIFYING CONDITIONS AND GRANTING
AN EXTENSION OF TIME

At a regular session of the Securities
and Exchange Commission, held at Its
office in the City of ,Philadelphia, Penn-
sylv Ila, on the W0th day of October,
A. D. 1943.

Declarations, and amendments thereto,
having been filed ,with this Commission
by Crescent Public Service Company, a
registered holding company, and its
wholly-owned subsidiary, Oklahoma Util-
ities Company, pursuant to sections 12
(c), 12 (d), and 12 (e) and'Rules U-42,
U-44, and U-61 thereunder, of the Public
Utility H'olding Company Act of 1935,
regarding the sale of certain electric pub-
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lie utility properties and the redemption'
of certain securities; and

The Commission having by order dated
October 7, 1943, permitted the declara-
tions, as amended, to become effective.
subject to the terms and conditions pre-
scribed in Rule U-24, which rule provides
in part that, unless otherwise requested,
the transactions proposed by an appli-
cant or declarant be carried out within
sixty days of the Commission's 6rder
granting- an application or permitting a
declaration to become effective; and

Crescent Public Service Company and
Oklahoma Utilities Company having
stated that said sixty-day period is in-
adequate to -consummate the transac-
tions proposed in the said declarations,
as amended, and having requested that
the said terms and conditions be modi-
fled to the extent necessary to extend the
time within which the transactions, as
set forth in the declarations,, may be
consummated; and the Commission
deeming it appropriate that such request
be granted;

it is ordered, That the terms and con-
ditions contained in the order, of Octo-
ber 7, 1943, be and hereby are modified
to the extent necessary to extend the
time within which such transactions
may be consummated to January 31,1944.

By the Commission.
[SEAL] ORVAL L. DuBois,

Secretary.

]F. R. Doc. 43-17709; Filed, November 2, 1943;
10:01 a. m.]

[Filed No. 70-8021

STANDARD GAS AND ELECTRIC COIWANY

NOTICE OF FILING AND ORDER FOR HEAMG

At a regular session of the Securities
and Exchange Commission, held at its
office in the City of Philadelphia, Pa.,
on the 30th day of October 1943.

-Notice is hereby given that a declara-
tion has been filed with this Commission
pursuant to the Public-Utility Holding
Company Act of 1935 by Standard Gas
and Electric Company, a registered hold-
ing company.

All interested persons are referred to
said declaration, which is on file in the
office of said Commission, for a state-
ment of the transaction therein pro-
posed, which is summarised below:

Standard Gas and Electric Company
proposes to sell to A. C. Allyn and Com-
pany of Chicago, Illinois, and Equitable
Securities Corporation of Nashville, Ten-
nessee, for a total consideration, of
$800,000, in cash, certain shares of stock

,of and certain claims against its sub-
sidiary, Market Street Railway ,Com-
pany, a California corporation, as fol-
lows: 39,250 shares of preferred stock,
6% cumulative, having a par value of
$100 per share; 25,500 shards of second
preferred stock, 6%, having a par value
of $100 per share; 61,900'shares of com-
mon stock, having a par value of $100
per share; and an open account indebt-
edness of Market Street Railway Com-
pany to Standard Gas and Electric Com-
pany in the principal amount of $863,094.
Interest on said open account indebted-
ness is computed by Standard Gas and

Electric Company in the sum of $272.-
975.83 to September 30, 1943, whereas
Market Street Railway Company com-
putes interest to said date at $204,448.35,
claiming the right to accrue interest at
4% from October 24, 1939, pursuant to a
plan, approved by the Railroad Commis-
sion of the State of California, for exten-
sion of maturity of Its bonds from April 1,
1940 to April 1, 1945.

The declarant has designated section
12 () of the Act and Rule U-43 promul-
gated thereunder as being applicable to
the proposed transaction.

It appearing to the Commission that it
is proper and In the pukilc interest and
in the interest of investors and con-
sumers that a hearing" be held with re-
spect to said matters and that the dec-
laration shall not be permitted to become
effective except pursuant to further or-
der of this Commission:

It is ordered, That a hearing In this
proceeding be held at the offices of the
Securities and Exchange Commission,
18th and Locust Streets, Philadelphia 3,
Pennsylvania, at 10:00 a. in., e. w. t.,
on the 22d day of November 1943 in
such room as may be designated on such
day by the hearing room clerk. At such
hearing cause shall be shown why such
declaration shall be permitted to be-
come effective.

All persons desiring to be heard or
otherwise wishing to participate should
notify the Commission in the manner
provided in Rule XVI of the Commis-
sion's rules of practice on or before No-
vember 17, 1943.

It is further ordered, That Robert P.
Reeder or any other officer or officers of
the Comiilssion designated by it' for
that purpose shall preside at the hear-
ing above ordered. The officer so des-
ignated to preside at such hearing is
hereby authorized to exercise all powers
granted to the CommlIon under section
18 (c) of the Act and to a Trial Examiner
under the Commission's rules of prac-
tice.

It is further ordered, That the Secre-
tary of this Commission shall serve notice
of this order by mailing copies thereof
by registered mail to Standard Gas and
Electric Company, A. C. Allyn and Com-
pany of Chicago, Illinois, Equitable Se-
curities Corporation of Nashville, Ten-
nessee, and the Railroad Commission of
the State of California, and that notice
shall be given to all other persons
by publication thereof in the FEDERAL
REGISTER.

It is further ordered, That without
limiting the scope of the issues presented
by such declaration, particular atten-
tion will be directed at the hearing to
the following matters and questions:

(1) Generally, whether the proposed
transaction complies with the provisions
of the Public Utility Holding Company
Act of 1935 and all rules and regulations
promulgated thereunder, and is not
detrimental to the public interest or the
interest of investors or consumers.

By the Commission.
[SE]AL ORVAL L. DuBois,

SecretarJ.
iF. R. Doc. 43-17710; Filed, November 2, 1943;

10:01 a. m.]

[File No. 812-337]
TVE EQmTW CORP., ET AL.

2;OrxCE OF AD oRDa FOR REArIG
At a regular session of the Securities

and Exchange Commission, held at its
office in the City of Philadelphia, Pa., on
the 1st day of November, A. D. 1943.

In the matter of The Equity Corpora-
tion. American General Corporation and
First York Corporation.

The Equity Corporation ("Equity") and
American General Corporation ("Amer-
ican"). registered investment companies
and affillited jlersons of each other, have
filed a joint application pursuant to sec-
tion 17 (b) of the Investment Company
Act of 1940 for an order exempting from
the provisions of section 17 (a) of said
Act a transaction in which Equity pro-
poses to sell and American proposes to
purchase 195 shares of common stock
(representing 13% of the outstanding se-
curities) of First York Corporation
("York"), a registered investment com-
pany. American now owns the remain-
ing 871% of York's common stock. If the
exemption for which the principals make
application is granted, the purchase price
to be paid for the 195 shares of York
common stock Is to be 13% of the net
asset value of York on the date that the
Commission's order is issued.

It is ordered, Pursuant to -ection 40
(a) of said Act, that a hearing on the
aforesaid application be held on Novem-
ber 10, 1943, at 10:15 a. in., e. w. t., in
Room 318 of the Securities and Exchange
Commission Building, 18th and Locust-
Streets, Philadelphia, Pennsylvania.

It is further ordered, That Willis E.
Monty, Esquire, or any other officer or of-
ficers of the Commission designated by
It for that purpose, shall preside at such
hearing. The officer so designated is
hereby authorized to exercise all the
powers granted to the Commission under
sections 41 and 42 (b) of the Investment
Company Act of 1940 and to trial ex-
aminers under the Commission's rules of
practice.

Notice of such hearing is hereby given
to The Equity Corporation, American
General Corporation, First York Corpo-
ration and to any other persons whose
participation in such proceeding may be
In the public interest or for the protec-
tion of investors.

By the Commission.
[sML] OnvAL L. DuBois,

Secretary.

[F. R. Dac. 43-17703; Filed. November 2,1943;
10:01 a. m.]

SELECTIVE SERVICE SYSTE3L
[Order 1171

ExEm PROJECT, RHODE DL.
EsTABISMIEiT FOR COSCIENTIOUS

OBJECTS
I, Lewis B. Hershey, Director of Selec-

tive Service, in accordance with the pro-
visions of section 5 (g) of the Selective
Training and Service Act of 1940 (51
Stat. 885, 50 U.S.C., Sup. 301-318, inclu-
sive); E.O. No. 8675, 6 FR. 831, E.O. No.
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9279, 7 P.R. 10177, and the authority
vested in me by the Chairman of the War
Manpower Commission under Adminis-
trative Order No. 26, 7 P.R. 10512, hereby
designate the Exeter Project to be work
of national importance, to be known as
Civilian Public Service Camp No. 117.
Said project, located at Exeter, Washing-
ton County, Rhode Island, will be the
base of operations for work at the Exeter
Training School, an institution under
the State mental hospital system of
Rhode Island, and registrants under the
Selective Training and Service Act of

1940, who have been classified by their
local boards as conscientious objectors to
both combatant and noncombatant mili-
tary service and have been placed In

'Class IV-E, may be assigned to said proj-
ect in lieu-of their induction for military
service.

Men assigned to said Exeter Project
will be engaged in clerical work, *as at-
tendants, waiters, farm hands, etc., and
shall be under the direction of the Super-
intendent, Exeter Training School, as
well as will be the project management.
Men shall be assigned to and retained in
camp in accordance with the provisions

of the Selective Training and Service Act
of 1940 and regulations and orders pro-
mulgated thereunder, as well as the reg-
ulations of, the Exeter Training School.
Administrative and directive control
shall be under the Selective Service Sys-
tem through the Camp Operations Dlvi-
sion of National Selective Service Head-
quarters.

LE1wis B. HERSHEY,
Director.

OCTOBER 29, 1943.
IF. R. Doc. 43-17681; Filed, November 1, 1043;

2:48 p. in.]
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